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Three subject areas of SB 138

Sections 1 —9 amend AS 31.25 to expand the general purposes of the Alaska Gasline
Development Corporation (AGDC) to include a subsidiary
corporation of the state to pursue an equity option in the midstream
portion of a gas pipeline and in associated treatment and liquefaction.

Sections 10 —22 amend statutes related to the authority of the Department of Natural
Resources (DNR) commissioner to negotiate agreements and
confidentiality for negotiations, related to the authority of the DNR
commissioner to work with lessees to amend certain oil and gas leases
and related to the sales of royalty in-kind to include tax gas.

Sections 23 - 47 amend tax statutes related to authority of the commissioner of the
Department of Revenue (DOR) to participate in negotiations with the
DNR commissioner, confidentiality, the corporate income tax and the
oil and gas production tax - the most significant proposal is to amend
the oil and gas production tax to levy a gross tax on gas after 2022,
and to allow, for certain leases, a producer to pay tax on gas in kind.
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Term s

”large-diameter natural

gas pipeline project” Bill sections 1 -9
statutory subsidiary” Bill section 7
"tax as gas or TAG” Bill section 29 - not used in bill - refers to

production tax paid in gas for production on and
after January 1, 2022 from modified leases.

modified leases” Bill sections 13 and 14 - not used in the bill -
refers to North Slope leases modified based on
certain determinations.

”North Slope natural gas project” Bill section 19

2/7/2014 3



Creation ofthe statutory subsidiary

Section 1 expands the purpose of the AGDC

28-GS2S06\A

1 the fullest extent possible.
2 (1) advance an in-state natural gas pipeline as described in the July 1

20 (4) advance to develop a large-diameter natural gas pipeline
2 project other than the in-state natural gas pipeline described in (f) of this section
22 hv acquiring an equity interest in a large-dianieter natural gas pipeline project
23 through the subsidiary under AS 31.25.122;

24 (5) advance to develop, finance, construct, and operate facilities
25 for liquefaction and treatment in connection with a large-diameter natural gas
26 pipeline project other than the in-state natural gas pipeline described in (1) of
27 this section through the subsidiary under AS 31.25.122,

W CHEEDTEO VO]
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Creation ofthe statutory subsidiary

Section 7 - AS 31.25.122 - establishes a statutorily created subsidiary and
instrumentality of the state to hold the state’s equity interest in the large-diameter
LNG pipeline and associated facilities.

« Subsidiary - hold state equity ownership and act as its investment entity during
the LNG project, and return revenues to the state.

« Subsidiary - in AGDC chapter for administrative purposes; has a separate legal
existence.

< Advantages of a statutory subsidiary instrumentality of the state - powers
flow directly from legislature, and over which the state maintains control include

o State Revenues - flow net revenues received from the state’s equity
interests into the state permanent fund and the general fund,

o State Revenues Federal Tax Exempt - maintain state revenues exempt
from the Federal income tax.

2/7/2014



Creation of the statutory subsidiary

Attributes of the statutory subsidiary as instrumentality of the state include

« Created by statute as an instrumentality of and integral part of the state and
state has authority to terminate the Subsidiary,

 State directs its revenues,

« |ts employees are state employees,

« The state retains control over its operations,

« |tis subject to general laws that apply to other governmental entities.

« The governor retains board member appointment and termination powers.

2/7/2014



Creation ofthe statutory subsidiary

Section 4 amends the in-state natural gas pipeline fund language to clarify
that money appropriated to the AGDC in-state natural gas pipeline fund
may be used for the in-state natural gas pipeline, but not for the purpose of
advancing the large-diameter LNG project.

Section 5 establishes a new separate fund in the statutory subsidiary for the
large-diameter LNG project and provides that money appropriated to the
LNG project fund is separately accounted for to be used for purposes of the
large-diameter LNG project and not for the in-state natural gas pipeline.
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Department of Natural Resources and
Department of Revenue Participation in a N orth

Slope natural gas project

Sections 10 and 11 provide authority for the DNR commissioner to
= Enter short-term commercial agreements for project services;

= Negotiate terms for inclusion in proposed contracts related to a
North Slope natural gas pipeline;

= Enter into confidentiality agreements related to the negotiations and
contracts;

o A proposed contract presented to the legislature for the purpose
Of Obtaining authorization iS notconfidential.

< Manage project services and take custody of the TAG.

2/7/2014 8



Department of Natural Resources and
Department of Revenue Participation in a N orth

Slope natural gas project

Sections 23 and 24 provide that the DOR commissioner shall

= consult with the DNR commissioner on negotiations associated with
a North Slope natural gas project;

= direct the disposition of revenues received from the TAG.

2/7/2014 9



Oil and G as Lease M odifications for a

N orth Slope natural gas project

Bill sections 13 and 14 -AS 38.05.180(hh)

Provide authority for the DNR commissioner to propose modifications to
existing oil and gas leases.

2[712014 10



Oil and Gas Lease M odifications

for a

N orth Slope natural gas project

What may the DNR commissioner include in the proposed lease
modifications ?

10
11
12

13

2/7/2014

(1) switching between taking the state's royalty gas in value and in
kind to ensure that the state's actions do not unreasonably
(A) cause the lessee or other person to bear disproportionate
transportation costs with respect to the state's royalty gas; or
(B) interfere with long-term marketing of natural gas by the
lessee or other person;

(2) providing a method for establishing a fair market value for each
component of the state's royalty gas and using appropriate adjustments to reflect fair
market value deductions for actual and reasonable transportation and processing costs
for the state's royalty gas from the North Slope to the first destination market; and

(3) establishing fixed royalty rates and modifying net profit shares

under leases subject to this subsection.
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Oil and Gas Lease M odifications for a

N orth Slope natural gas project

What is the process for the commissioner of the Department of Natural
Resources to propose lease modification?

o The commissioner makes a written determination that a North Slope
natural gas project has

m Sufficient financial commitment for a work plan and budget
necessary to support major permits and regulatory filings required
by state and federal agencies; and

m Sufficient commitment of gas by lessees.

o Concurrence of lessees to the proposed modifications.

2(7/2014 12



Tax As Gas “TAG?”

Bill section 29

What gas may be part of the TAG?
e Taxable gas
= Produced from a modified lease
e On and after January 1, 2022

= Subject to an irrevocable election by a producer to pay a production tax in
kind

e AS 43.55.014(a) & (b)

2/7/2014 13



TAG

Why may the DOR allow a producer to make anirrevocanbie election fOr
payment as the TAG?

e Theirrevocanie Nature of the election provides stability for the state
and the producers.

e The ciection for the TAG recognizes the distinction between royalty
and tax.

e “This election, like RIK, is ‘subject to the execution of project enabling

contracts including satisfactory arrangements for disposition of the State
Gas Share of LNG’
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TAG

What is the levy on the TAG?

e 10.5% ofthe taxable gas produced
e AS 43.55.014(b)

When is the levy on the TAG?

< when and as that gas is produced
e AS 43.55.014(b)

2/7/2014



TAG

What ifthere is a tax deficiency on the TAG?
< The amount of the deficiency and the tax amount on which the interest or
penalty percentage is calculated will be treated (for the calculation) as if
the tax was levied under AS 43.55.01 I(e)(i.e., payable in money rather
than in kind).
e AS 43.55.014(d)

How will the TAG be reported in annual filings?
< The producer is required to identify the gross amount of gas produced
from each lease or property subject to an election for payment in kind and
the amount of gas delivered to the state.
= Bill section 37 - AS 43.55.030(a)(3)

What will be public information about the TAG?
= Bill section 25 - provides that the name of the person that has made an
election for the TAG and the amount of gas produced from each lease or
property subject to the TAG election is public information.

2/7/2014 16



TAG

How does the state take the TAG?

e« The TAG is delivered to the state at the entrance of the
transportation facility specified by the state.
e« The DNR manages the custody and disposition of the gas delivered
to the state.
o AS 43.55.014(b) & (c)

How does the state receive revenues from the TAG?

e The sales of the TAG are subject to the same provisions as sales of
royalty gas in kind.
o Bill sections 15-18

e The DOR commissioner directs the disposition of revenues received
from the TAG.
o Bill section 24

2/7/2014 17



W hat would the Oil and Gas Production Tax look

like for oil and gas produced on and after

January 1, 20227

Bill sections 27-47.
TAG = Levy of 10.5% of the gas, otherwise taxable under AS 43.55.011(e)(3),
produced from a modified lease that a producer has made an irrevocable election for
payment in kind of the gas.
O Bill section 29.

Levy 0f35% of the production tax value of taxable oil produced.
0 Bill section 27

Levy of 10.5 % of the gross value at the point of production for taxable gas.
0 except for gas produced from modified leases that have elected the TAG.
0 Bill section 27.

North Slope minimum tax = Levy of 4%-0% of the gross value atthepoint of
production for North Slope oil depending on the price of ANS.

O Bill section 28 - AS 43.55.011(f)(2).

“Middle Earth” oil and gas production: May be subject to AS43.55.011(p) taxceiling

and AS 43.55.024(a) and (b) tax credit.

2/7/2014 18



SB 138 does N OT change

e The Alaska Gasline Development Corporation's core mission,
AS 31.25.005(1)-(3).

e The Oil and Gas Exploration, Production, and Pipeline
Transportation Property Taxes, AS 43.56.

= Disposition of royalty and tax revenues.

e Current oil and gas production tax limitations.
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Conforming and clarifying amendments

Questions?
2(7/2014



Introducing SB . ..

A Presentation to the Senate Resources Committee

V utting the Guidance Documents (H O A

February 7, 2014

+ M O U ) in Context

Department of Natural Resources

s

1

Commissioner
Department of Revenue

Michael Pawlowski
Deputy Commissioner



Heads of Agreement
(HOA)

Describes roadmap to
advance project through
phased process.
Describes understanding
and consensus on key
terms.

Memorandum of
Understanding
(MOU)

Describes agreement to
transition from AG IA License
to a more traditional
commercial relationship.

Describes key commercial
terms for that relationship.

- HOA and MOU
Describe how SB 138
would be used.

Legislature
decides whether
to advance or
not.



Where We Are Today? --V

Pt. Thomson

SB 138
Settlement
Concept Jan-April
Joint Work Selection 2014
Agreements

State / TC MOU

Heads of Agreement

Pre-

FEED

All AGIA and Denali work is
contributed to AKLNG with

passage of enabling legislation (SB
138).

State & TransCanada mutually
abandon AGIA license.

No more reimbursement.

Stop: does
State buy $130
million of APP
data?

AGDC ASAP Advancing to 2015 Open Season (sharing w AKLNG)



What Happens if SB ... Passes?

Pre-Front End Engineering & Design
(Pre-FEED)
12-18 months

Estimated Cost: -$435 million

(Does not include costs upstream in Prudhoe Bay & Pt. Thomson)

"'mm'S. fit

Producer Share: ~$348 - $327 million

StatE/AGDC Subsidiary
Share: ~$35 - $43 million

(Does not include Agency/AGDC costs and contingency in support of project)

TransCanada: -$53 - $67 million

Note: Savings with TransCanada include cash
commitments by TransCanada for Pre-FEED costs which
reduce State of Alaska appropriations by $53 - $67 million
and seamless transition into Pre-FEED with personnel
and data continuing to be committed to the project.

AGDC ASAP Advancing to 2015 Open Season (sharing w AKLNG)

Legislative
Approval of
Contracts

Yes/No?

FEED

(Front-End
Engineering &
Design)

i syiP
GO

Exercise Option

for 40% of FEED =
$21 - $27 million?

Stop

Pay TC Development
Costs (~$53-$67mm) +
7.1% AFUDC.



What Happens after FEED?

Front End Engineering & Design Final Investment
(FEED) Decision ~
2-3 years Construction
Estimated Cost: ~$1,800 million

(Does not include costs upstream in Prudhoe Bay & Pt. Thomson)

Producer Share: ~$1,440 - $1,350 million Approval by all
Parties &

State/AGDC subsidiary Financing

Share: ~$145 -$180 million Yes/No?

(Does not include Agency/AGDC costs and contingency in support of project)

State/AGDC subsidiary
Share (w Equity Option): “'$310 -$390 million

STOP
TransCanada: ~$215 -$270 million
TransCanada (w Option): ~$130 - $160 million Pay TC development
costs (~$183 - $337 mm)
Note: FEED costs are VERY rough estimates and rounded! +7.1% AFUDC.

Note: FEED estimates based on Black &

Veatch independent assessment of 4% . . .
of $45 bi"ioﬁ 60%/40% AGDC Advancing Gas to Alaskans through interconnections etc.

Mid/Downstream.



S u m m ary

>The Heads of Agreement (HOA) and
Memorandum of Understanding (MOU)

provide guidance on how the powers
provided in SB 138 will be used.

> At each stage in the project there are “off-
ramps” and decision points for Legislative
and public review.

> Commitments by the State will be made
commensurate with progress by the project.



THANK YOU

Please find our contact information below:

Michael Pawlowski Joe Balash

Deputy Commissioner Commissioner

Department of Revenue Department of Natural Resources
Michael.Pawlowski@alaska.gov Joe.Balash@alaska.gov

Resources

http://dor.alaska.gov/IMAPActDocuments.aspx

http: //gov.alaska.gov/parnell/priorities/resources/more-alaska-
production-act.html

www.dnr.alaska.gov/AKgas.htm


mailto:Michael.Pawlowski@alaska.gov
mailto:Joe.Balash@alaska.gov
http://www.dnr.alaska.gov/AKgas.htm
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BLACK & VEATCH PRESENTERS

Peter Abt is a Managing Director in Black & Veatch's Management Consulting Division. He
leads the firm's Oil & Gas Strategy practice and holds primary responsibility for delivering
advisory services to meet client needs. Mr. Abt has over 32 years of experience in the
energy industry focused primarily on natural gas and LNG commercial development. Mr.
Abt holds an M.B.A., from the University of Houston and a B.S., Petroleum Engineering
from the University of Oklahoma

Deepa Poduval is a Principal in Black & Veatch's Management Consulting Division and is
responsible for business strategy and project management. Ms. Poduval focuses on
strategic analytical services supporting energy asset valuation and optimization, marketing
and business strategy development. She has been involved in providing analysis and
commercial support related to Alaska North Slope gas monetization for eight years. Ms.
Poduval holds an M.E.M. from Dartmouth College and a M.Sc. Economics and B.E.,
Mechanical Engineering from BITS, Pilani, India.

Jason De Stigter is a Senior Consultant with Black & Veatch's Management Consulting
Division and is responsible for business analysis and project management. Mr. De Stigter's
client engagements center on economic, financial, market, and risk analysis of large capital
projects. He has extensive experience in developing complex and innovative economic and
risk analysis models. Mr. De Stigter holds a B.E., Mechanical Engineering and a B.A.
Business Administration from Dordt College and is a Professional Engineer.



BLACK & VEATCH STATEMENT

This presentation was prepared for the State of Alaska ("Client") by Black & Veatch Corporation ("Black & Veatch") and is
based in part on information not within the control of Black & Veatch.

In conducting our analysis, Black & Veatch has made certain assumptions with respect to conditions, events, and
circumstances that may occur in the future. The methodologies we utilize in performing the analysis and making these
projections follow generally accepted industry practices. While we believe that such assumptions and methodologies as
summarized in this report are reasonable and appropriate for the purpose for which they are used; depending upon
conditions, events, and circumstances that actually occur but are unknown at this time, actual results may materially
differ from those projected.

Readers of this presentation are advised that any projected or forecast price levels and price impacts reflect the
reasonable judgment of Black & Veatch at the time of the preparation of such information and are based on a number of
factors and circumstances beyond our control. Accordingly, Black & Veatch makes no assurances that the projections or
forecasts will be consistent with actual results or performance. To better reflect more current trends and reduce the
chance of forecast error, we recommend that periodic updates of the forecasts contained in this presentation be
conducted so recent historical trends can be recognized and taken into account.

Neither this presentation, nor any information contained herein or otherwise supplied by Black & Veatch in connection
with the services, shall be released or used in connection with any proxy, proxy statement, and proxy soliciting material,
prospectus, Securities Registration Statement, or similar document without the written consent of Black & Veatch.

Use of this presentation, or any information contained therein, shall constitute the user's waiver and release of Black &
Veatch from and against all claims and liability, including, but not limited to, any liability for special, incidental, indirect
or consequential damages, in connection with such use. In addition, use of this presentation or any information
contained therein shall constitute an agreement by the user to defend and indemnify Black & Veatch from and against
any claims and liability, including, but not limited to, liability for special, incidental, indirect or consequential damages, in
connection with such use. To the fullest extent permitted by law, such waiver and release, and indemnification shall
apply notwithstanding the negligence, strict liability, fault, or breach of warranty or contract of Black & Veatch. The
benefit of such releases, waivers or limitations of liability shall extend to Black & Veatch's related companies, and
subcontractors, and the directors, officers, partners, employees, and agents of all released or indemnified parties. USE OF
THIS PRESENTATION SHALL CONSTITUTE AGREEMENT BY THE USER THAT ITS RIGHTS, IF ANY, IN RELATION TO THIS
PRESENTATION SHALL NOT EXCEED, OR BE IN ADDITION TO, THE RIGHTS OF THE CLIENT.



NOTE ON ALASKA NORTH SLOPE ROYALTY STUDY

= The Alaska North Slope Royalty Study was undertaken between June
2013 and November 2013 and, hence, preceded finalization of the
Heads of Agreement ("HOA") between ExxonMobil, ConocoPhillips,
BP, TC Alaska, AGDC, and the State Administration as well as the
Memorandum of Understanding (""MOU") between the State
Administration and TransCanada.

< While the study informed the State Administration as it negotiated
the HOA and the MOU, the study, and this presentation summarizing
it, do not analyze the specific terms within these agreements or their
impacts on the competitiveness of the AKLNG project.

< The attached supplemental analysis summarizes ongoing analysis of

some specific terms in the MOU and HOA and their impacts on the
State of Alaska.



EUNES MVIRY - BAKFROUNDESTHE

The Alaska Liquefied Natural Gas (AKLNG) project is a
proposed project to liquefy Alaska North Slope (ANS) gas and
export it as LNG, primarily to Asian markets

The project is comprised of three main components:
— Gas treatment plant (GTP),
— Pipeline
— Liquefied natural gas (LNG) plant

The total estimated capital cost of the project is $45 billion
falling within a range of $39-$54 billion

Natural gas to supply the project is anticipated to come from
the proven reserves at the Prudhoe Bay and Point Thomson
units on the Alaska North Slope

The key project sponsors are Exxon Mobil, ConocoPhillips
and BP (referred to in this study as Producers) with potential
participation by TransCanada and the State of Alaska

Target final investment decision for the project is projected
around 2017-18 with a commercial operation date around
2023-24



EEUNES MVIRY - BAXKEFROUNDESTH=E

The AKLNG Project has recently seen momentum with the 3
Producers along with TransCanada coming together to
evaluate and advance the AKLNG Project

The AKLNG Project has the potential to provide hundreds of
billions of dollars in value to the State of Alaska as well as
the project's investors; the benefits to Alaskans include new
revenues, affordable energy supplies, new jobs and
economic activity

The State of Alaska, Department of Natural Resources (DNR)
commissioned a study to document and understand four
major commercial elements that could influence the

various stakeholders' returns from the AKLNG Project:
— LNG markets
— Supply chain elements
— Fiscal framework - International and Alaska
Risk allocation/commercial structure



EAUNESMVIRY - BAKERONDESTHE

The purpose of this study is to provide information that can
help the State to protect its royalty interest in the state's gas
and ensure that the State maximizes the value of its natural
gas

The study examined how the State's fiscal terms with a
particular focus on royalty terms can affect the success of the
AKLNG project in its role as the principal land owner of the
oil and gas resources of the North Slope

The Study was undertaken by a team that included Black &
Veatch and Daniel Johnston, Inc. under the leadership of
DNR along with support and consultation by Department of
Revenue (DOR). Additionally, inputs and assumptions of
AKLNG Project sponsors were considered.



ALASKA NORTH SLOPE ROYALTY GAS STUDY

EETMNESUMVIRY - BAKEROUNDE&STHE

Assessment of a project of the scope of AKLNG requires
examination of numerous complex variables that cannot be
determined with a high degree of certainty

In most cases, a conservative approach was taken when
applying forecasts and assumptions

Many reasonable scenarios can be derived where the AKLNG
project is economic, and vice versa

It should be recognized that market and project related
variables, that remain as yet unresolved, can modify the
economics as presented here

The findings in this study represent Black & Veatch's view
based on the information available to date and do not
necessarily represent the views of the State of Alaska



SLOPE ROYALTY GAS STUDY

LASKA NORTH

EXUINEISMVIRY - KEYHNCINGD

LNG Markets

* The LNG market is characterized by highly capital intensive projects underpinned by

long-term contractual relationships across the supply chain

« The LNG market is in an illiquid, opaque market consisting of very few participants and

is structured on the basis of long-term, 20+ year contracts as opposed to the global oil
market which is highly liquid, extremely transparent, comprised of many participants
and is structured on the basis of short term trade

Global LNG demand - various forecasts, Mtpa

* Global LNG demand is projected to
grow by 50% between 2013 and
2020 and to double by 2030.
However potential sources of
supply are expanding as well
thereby creating significant
competition for capturing this
growing market

AKLNG project could be
economically feasible with changes
to the project's cost structure and
the state’'s fiscal framework

AKLNG will have to compete
successfully for buyers in order to
meet its targeted 2024 in-service

Note: Includes AKLNG, other new projects, and projects under development. date

Source: Team Analysis, various demand studies



EXTIMNEISUMVIRY - KEY HNOINGS

Supply Chain Elements

e In line with the rising costs of LNG projects world-wide, AKLNG
project cost estimates have risen by 67% since an equivalent
project was evaluated in 2008 to a current estimate of $45
Billion for the GTP, Pipeline and LNG liquefaction and marine
facilities. Equivalent estimates from AKLNG project sponsors
are in the range of $37 - $54 Billion.

e Large, complex LNG projects typically have an integrated
commercial structure from production through liguefaction to
give project sponsors maximum control across the supply
chain.

e The AKLNG project is expected to have an integrated structure

e Ensuring transparency along the supply chain, open access for
third parties and alignment of interests between the State and
Producers become challenging with a Producer-owned
integrated project.



LASKA NORTH SLOPE ROYALTY GAS STUDY

EAINESUMVIRY - KEYHNOINGD

Fiscal Framework

AKLNG is competing for capital with Producers7projects worldwide and
for market share with other sources of supply.

Similar to other oil and gas projects, LNG projects have either
concessionary or contractual fiscal systems with total government take
ranging from 45% - 80% for comparable LNG projects reviewed that
have achieved commercial operation.

Government take in Alaska in the 70% - 85% range is high for a complex
LNG project, although overlapping with the range of government take
for the other LNG projects reviewed. Expected IRR for the Producers of
approximately 15% for the upstream and midstream components of the
project may be insufficient for the Producers to move forward, given
their investment alternatives and AKLNG project uncertainties.

Changes to the project's cost structure and the State's fiscal framework
can make the AKLNG Project more economic and competitive.

State Producers



EETMNEIUMVIRY - KEY HNOINGD

Fiscal Framework

e Incentives including modifications in royalty and/or production tax are
among the alternatives available to the State to help improve the
relative competitiveness of the project under various scenarios.

e There are various risks to the State from significantly reducing or
eliminating its royalty share;
— Royalties represent Alaska's ownership stake and reducing royalties has

implications for the Alaska Permanent Fund
— Royalty reduction would not protect the State from risks posed by

misalignment between the State and Producers interests wherein Producers
are able to shift revenues between upstream and midstream components of

the project to the detriment of the State

State Producers



ETIMNESUMVIRY - KEY HNOINGD

Fiscal Framework

e In reviewing alternatives for royalty, an election by the State to take its

royalty in-kind (RIK) could result in a substantial increase in the State's risk
exposure and potential loss of royalty value.

— An election by the State to take its royalty in-kind could necessitate the need
for the State to enter into a large number of complex commercial agreements.
The State would be disadvantaged in the creation of such agreements by its
statutory and regulatory structure (e.g., the need for legislative modifications),
its inexperience in LNG negotiation, its status as a new entrant to the market,

and the lack of an LNG supply portfolio to optimize. Risks associated with RIK
could result in lower pricing for our LNG

— Producers have more experience managing the exposures to market risk

An election by the State to take its royalty in value presents potential for

dispute on valuation and deductions and misalignment of interests with
the Producers.

— However, the State has experience in addressing these challenges through
settlement agreements that provide more certainty and clarity

RIK RIV



ALASKA NORTH SLOPE ROYALTY GAS STUDY

EXTIMNESUMVIRY - KEY HNOINGD

Risk Allocation

e Oil and LNG prices and capital costs emerge as the key factors
among the various risks impacting the AKLNG project's
economics

e Direct equity participation in the project can align the State
with the Producers and reduce the cost structure of project
for project sponsors but potentially exposes the State to
additional risks

e Commercial terms related to equity participation such as
position on the management committee and voting rights will
determine the extent to which the State can achieve its
objectives for open access and transparency



ETUNES MVRY- CNLLLEONS

The AKLNG Project can be economically feasible and
competitive with changes to the project's cost structure and
the State's fiscal framework

Fiscal and non-fiscal incentives can aid in improving the
commercial attractiveness of the project
— Fiscal - cost sharing, reduction in government take
Non-fiscal - stabilization provisions, modifications to existing
lease terms such as the notice period of the State's rights to
switch between RIK and RIV

Integrated project ownership of AKLNG by the Producers
presents the risk of misalignment wherein project revenues
could be moved between the upstream and the midstream
components to maximize value to the Producers. These
decisions could potentially be to the detriment of the State.



EEUNESUMVIRY - CONLLHONS

Fiscal structure changes beyond stand-alone royalty share or
tax rate modification can help in improving project
economics and creating alignment:

— Direct participation by the State in the project

'w*- Establishment of a gross share of gas in lieu of production tax

Direct state equity participation in the project can provide
key benefits to the State including :
Create alignment of interests;
Create transparency through the midstream portion of the
supply chain;
— Facilitate third-party access to the mid-stream;
— Potentially increase State cash flows, and improve producer
economics.



EEUNESMVIRY - CONLLEONS

Going further, establishment of a gross share of gas in lieu of
production tax and corresponding equity investment in the
project may provide the needed alignment for a competitive
project such that the State can maximize the value of its
resources.

The State has the ability to lessen project risk, but will need
to weigh those opportunities circumspectly - risk mitigation
and commercial agreements need to be addressed carefully
to define the State's rights and obligations, manage risk
exposure and to achieve objectives of transparency and open
access for third parties
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LNG M ARKETS -

LNG Markets

S C O P E Supply Chain Elements

Fiscal Framework

Risk Allocation & Fiscal Structure

e Overview of how LNG is being traded and valued in
various markets that are available to AKLNG Project

e Analysis of historical and future global LNG pricing trends

e Discussion of supply and demand projections in the LNG
market and implications for AKLNG Project

VA



CURRENT LNG MARKET REALITIES

Demand/
key markets

Contracts/
pricing

Highly concentrated - 7 countries account for 709 of demand
Asia Pacific accounts for 70%0 of global trade

Growing rapidly - 8% per annum over the past 5 years

LNG Supply is also highly concentrated - 8 exporting countries
provided 83% of global LNG exports in 2012
Liquefaction capacity is rarely developed on a speculative basis
- Liguefaction facilities typically cost US$5-20bn
LNG facilities are generally project financed, requiring firm
revenue commitments
LNG specifications vary by each project and between buyers

Dominated by long term contracts (LTCs)
~75% of global trade was delivered under LTCs in 2011 and in 2012
Trade in Pacific basin is driven by LTCs more than in Atlantic basin
No liquid market to provide price markers for LNG
Price structure needs to give buyers and sellers reasonable certainty
over 20 years
Oil/oil product price linkage has been standard since the 1970s
This link is usually defined in form of a formula with slope to oil price
and constant

SOURCE: BP Statistical review of world energy; GROUPE INTERNATIONAL DES IMPORTATEURS DE GAZ NATUREL
LIQUEFIE (GIIGNL), Team Analysis



RECENT MARKET DYNAMICS: SUM M ARY

Crude
linked
contracts

U.S. export
contracts

Non price
features/
players'
responses

SARE TeamAeyss

Crude linked contracts are signed by most suppliers excluding North American
export terminals

Between 2002-2006, some low price contracts were signed by China/Japan

From 2007, most recent contracts signed have a 14%-15 % effective slope for
the relationship of LNG price ($/Mcf) to crude price ($/Bbl)

Emergence of Henry Hub linked US LNG tolling agreements has created an
alternative to traditional crude linked contracts

Delivered LNG prices under these are currently lower than oil-linked
contract prices

Buyers in countries such as Japan are increasingly asking for these and
holding back on traditional contracts

Apart from pricing, duration of contracts, the nature of commitment,
delivery terms and LNG specifications are important features to be
considered

Participants respond to supply and demand changes in a number of
ways to protect the price floor
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OUTLOOK FOR LNG DEMAND GROWTH
VARIES ACROSS FORECASTING AGENCIES

Globa! LNG demand
10209 4~ GRafter 2020(@H

BP 30,
Ernst &
Young 61

GDF Suez 57 »
" Reference 92l

case
Several agencies adopt a fast
growth even after 2020
Ourunderstanding of key
differences
# Aggressive demand growth
assumptions in Asia/new
markets
e Growing or over-aggressive
demand view on Europe
* High penetration of new gas
demand sources such as gas
for transport
2012 2015 2020 2025 2030

1 fvitpa = 1.379 Scma used

SOURCE: Public reports from or referenced information sourced from Wood Mackenzie; EY; BP; GDF Suez



AKLNG: PRESENT VALUE SHARE OF BREAK EVEN PRICE

(ZERO NPV FOR PRODUCERYS) Upstream

Mid-stream

(7013 real US$/MMBtu), LNG price delivered ex ship (DES) in Asia

Factors Impacting Break-even
Price:

US$12.3/MMBtu is a
conservative estimate
subject to sensitivities

e Can increase the BEP:

- Lower ambient
temperature advantage
(currently assumed 3.0
Mtpa?2)
Opex 06 - Negative effect of

reduced oil production
(currently excluded)

- Capex increase, labor
cost increase

Upstream LNG Plant GTP& Shipping State Take Federal Producer Break * Can decrease the BEP

Costs Pipe Costs Take Present Even Price - Capital productivity

Value3 (BEP) - Lower returns

1Discount rate used to calculate present value is 8.5% for mid-stream and 10% for upstream
2 Effective ~17.4 Mtpa LNG capacity due to geographic advantage in Alaska
3Assumes contractor would take on a project where revenue matches its costs, including expected return on equity

SARE TeamAeyss
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ON THE GLOBAL SUPPLY CURVE, AKLNG APPEARS TO CURRENTLY BE
OUT OF THE MONEY, MODIFICATIONS REQUIRED FOR COMPETIVENESS

Project

break-even

levels
IRange of
".supply
[capacity
Jneeded to
Imeet
[2025
'demand

Planned capacity of the LNG plant, Mtpa

ILLUSTRATIVE CHART, ANALYSIS DONE FOR
ALL PROJECTS WITH STARTUP AFTER 2013

1NPV=0 @ discounted at Weighted Average Cost of Capital

SOURCE: Team Analysis

IMPLICATIONS:
AKLNG is currently out of the money:

- Alaska break-even price is
US$12.3/MMBtu

- Projects more economic than Alaska
can provide ~340 MTPA new supply,
more than required to meet global
LNG demand (~250 - 300 MTPA)

AKLNG faces significant competition

- There are several projects to the right
in supply stack which will compete
with AKLNG

However, the risk levels of competing LNG
projects also needs to be considered

- Due to political, resource and other
risks, some in the money projects
may be delayed/cancelled, leading to
range of needed capacity



IN THE LONG RUN THROUGH 2030, LNG Japan Crude Cocktal

LNG import to Japan
MARKET CAN EVOLVE WITHIN A BROAD RANGE LNGimSorI;c,Ena

Typical price range for
new Asian LNG contracts

CASE FACTORS AFFECTING POSSIBLE PRICE RANGE

= North American LNG exports permitted at slow
pace

l= Non-NA Conventional supplies compete to serve
the remaining demand

= Asian demand grows more rapidly than expected

= High cost LNG projects in Australia and Russia are
the marginal supplies

= Sellers continue to demand high slope oil-linked
contract terms

North American LNG supply is unconstrained and
can meet all uncontracted demand

Low cost non-NA conventional supplies compete
directly with North American exports

Henry Hub linked US exports become the price
setter for Asian LNG

SOURCE: Team Analysis



SUMMARY: LNG MARKETS

The LNG market is characterized by capital intensive
projects and long-term contracts across the supply chain

The LNG market is illiquid and opaque, with few players, in
contrast with the liquid and transparent oil market

LNG demand is expected to grow quickly over the short and
long-term, but supply sources are also rapidly expanding

AKLNG appears to be out of the money within the global LNG
supply curve under the status quo; cost and /or fiscal
modifications could enhance competitiveness
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e LNG Markets

. |

SUPPLY CHAIN ELEMENTS - SCOPE Supply Chain Elements
e Fiscal Framework

* Risk Allocation & Fiscal Structure

e Overview of the current capital cost estimates for the
AKLNG Project

e Review of the capital structures that are likely to be
applicable to AKLNG Project

e Discussion and assessment of applicable commercial
structures for AKLNG Project



PROJECT CAPITAL COSTS UPDATE INCREASES BASELINE AKLNG
PROJECT COST TO $45 BILLION (2013%)

Supply
Chain
Element

GTP
Pipeline
LNG

Total

Input from Pingo Intl. &
Westney Consulting

| 2013

T Estimates

Black & Veatch
Review & Synthesis

2013 Updates
2008 Estimatel

State's Estimate Producers Estimate
$5 Billion $10 Billion $10-$15 Billion
$8 Billion $12 Billion $10-$15 Billion
$14 Billion $23 Billion $17-$24 Billion
$27 Billion $45 Billion $37 - $54 Billion

1Capital cost for a 2.7Bcf/d LNG project estimated by the State's Technical Team during AGIA proceedings.



CAPITAL STRUCTURES VARY FROM PROJECT TO PROJECT

DEPENDING ON RISK PROFILE AND PARTNER PREFERENCES

PNGLNG

APLNG

Gorgon
LNG

Capital Structure

Partners (Debt/Equity)
ExxonMobil National Petroleum
C f PNG
Qil Search ompany o 70/30
Santos Nippon Oil
MRDC
: Origin
ConocoPhillips 70/30
Sinopec
Chevron Chubu
Shell Osaka Gas
0/100
ExxonMobil Tokyo Gas
Qatar Petroleum
ExxonMobil
70/30

Comments

Located at Caution Bay near Port Moresby,
Papua New Guinea LNG is expected to have a
capacity of 6.9 Mtpa and begin operations in
2014.

PNGLNG is an integrated project and was the
beneficiary of $8.3 billion in loans and guarantees
from public export credit agencies.

Two train design with a capacity of 9.0 Mtpa and
requiring an investment of $23 billion, Australia
Pacific LNG. Train 1 financed $8.5 billion.

Origin operates the upstream segment of the
project; ConocoPhillips operates the LNG facility.

Gorgon LNG’ is the world’s largest capital
investment in an integrated LNG project. The $53
billion 15 mpta project is currently under
construction and first LNG is expected in 2015.

The project is financed through equity
contributions from the partners.

Qatargas 2 Train 1 produces 7.8 Mtpa , Total is
a partner in the second train, which also
produces 7.8 Mtpa

The Debt / equity ratio that the market can support for a given project is driven by the

financial strength of the partners



COMMERCIAL STRUCTURE OF PROJECT INFLUENCES RISK AND

CONTROL

e Aligned interest

Integ rated e Cost and risk sharing

e Concentrated control

Less capital requirement for individual
sponsors

Merchant

Separation of control between upstream and
LNG project

Contractually assured fees and returns

Accommodates supply from multiple

Tolling

upstream sources

No market upside for LNG project

Each structure affects the operations and financing costs ofthe GTP,
pipeline, LNG plant, and the shipper and impacts key criteria
im portant to State -Com mercial viability of AKLNG project, open

access, expandability, transparency across the supply chain
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KEY CHARACTERISTICS OF LNG PROJECT STRUCTURES

Structure

Integrated

Merchant

State does notparticipate in upstream

Advantages

= Equity owners may or may not act together to sell the LNG

product from an integrated structure

= Control over production

= Aligned interests between owners

= Cost sharing and potential tax benefits

= Lower capital requirement if sponsors of upstream and
LNG Project Co are different

= Meets tax requirements for separate P&L center

*Comply with local laws for government ownership of
upstream project

= Less control by upstream participants over liquefaction
facilities

= Contractually assured fees and returns
— Low market risk to LNG Plant Co
— Mitigates upstream supply risk for LNG Plant Co
= Potential tax benefits if title transfers are taxed
< Accommodates supply from multiple sources, entities

= Ability to attract other investors/owners to project - lower

capital requirements

= Facilitates project financing since liquefaction project
revenues are not directly exposed to market risks

Disadvantages

= Capital requirements are high and span the supply chain
= Concentrated control makes expansions and entry of
new participants difficult

= Less flexibility for equity participants in production of gas
and selling LNG - sold uniformly by LNG Project Co

= Commodity price risk exposure for LNG Project Co

= Can be mitigated with variations of the merchant model,
for example, by selling LNG back to project owners'
marketing affiliate to insulate the project from risk

= Exposure to negotiating power of upstream owners

= No participation in market upside for LNG Plant Co

30



COMMERCIAL STRUCTURE OF AKLNG PROJECT COULD DRIVE

MISALIGNMENT BETWEEN THE STATE AND PRODUCERS

* A Producer-owned project creates risk for the State related to its
fiscal revenues due to potential misalignment of interests between

e Under various alternate project structures contemplated, there could
be incentive for Producers to shift revenues between the upstream
and the midstream segmentofthe project,as away of increasing

Producer take (and thereby reducing the State's take) from the
project

* This analysis examines a scenario where the LNG plant's service rates

are established using an equity-rich financing structure and with a
relatively high return on equity



$/mmbtu
o BE

T

IS CRITICALTO CREATE ALIGNMENT BETWEEN STATE AND

PRODUCER INTERESTS TO ENABLE STATE RECEIVING ITS FULL

SHARE OF VALUE FROM THE AKLNG PROJECT

RER

Equity-rich financing structure drives a high tariff for LNG Plant

State could lose billions of dollars of value through misalignment

Project Tariff State of Alaska Cash Flow Summary

GTP mPipeline I LNG Property Tax »ISCIT SBHProduction Tax HB Royalty -FreeCash Flow
05
13
Riede S Riede S iede 5]
®40 840 R0
RefererceGase. m/fc}mwﬂ Iyt DYoLty Reference Case 100% Equity 30% Debt; 70% Equity
Oydd; vty W40 for INGHart 14/REfor INGHart 70% Debt; 30% Equity 14% ROE for LNG Plant 14% ROE for LNG Plant
12 E 12% ROE

Although the State could use regulations as potential safeguards, there is potential for misalignment of
interests between the Producers and the State in a producer owned project

Areas of potential misalignment include need for transparency, open access and low tariffs

Transparency within a producer-owned project into costs and cost allocation is likely to be an ongoing
challenge for the State

Creating alignment between the State and Producers is critical for the State to receive the full value of the
AKLNG project



SUMMARY: SUPPLY CHAIN ELEMENTS

Capital costs for AKLNG project are likely to remain
uncertain through the development of the project

Complex LNG projects typically have an integrated
commercial structure to give sponsors maximum control

1 AKLNG is expected to have an integrated structure;
ensuring alignment of interests between the State and

Producers is challenging and critical with a Producer-
owned integrated project
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FISCAL FRAMEWORK

e LNG Markets
SCOPE e Supply Chain Elements
« Fiscal Framework

e Risk Allocation & Fiscal Structure

Overview of the fiscal structures relevant to LNG projects
worldwide and comparison with AKLNG Project

Discussion and analysis of incentives that State could
provide to help facilitate the AKLNG Project

Assessment of how Alaska can leverage its royalty
ownership position - royalty in kind relative to royalty in
value



THREE MAIN FISCAL SYSTEMS ARE

AROUND THE WORLD

Fiscal system

SOURCE: Team Analysis

IN USE FOR OIL AND GAS

Simple description

Title to the hydrocarbons transfers
to the company at the wellhead.
The host government receives
royalties (% of revenues or
production) and taxes (% of
profits) from the company.

Title to hydrocarbons resides with

host government

Production in kind is shared

between the contractor and the

government at the export point

— A basic PSC has royalty, cost oil,
profit oil and taxes

Title to hydrocarbons resides with
host government

The contractor is reimbursed and
paid a fee, typically in cash. These
are rare and unpopular

Examples

U.K.

u.S.
Norway
Australia
Russia
Canada

Nigeria
Angola
Russia
Algeria
Kazakhstan
Indonesia
Qatar

Iran

Iraq
Mexico
Ecuador
Russia
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GOVERNMENT TAKE ON LNG PROJECTS, BY COUNTRY

Gvt.

Participation %

100%6

Equatorial Guinea
Australia

PNG

Russia Sakhalin Il
Philippines
Pakistan

US OCS

Indonesia Tangguh
UK

Gabon

Morocco

India Deep Water
Yemen

Peru

Alaska

Timor Gap ZOCA
Norway

Libya Block 59 2005
Egypt Onshore
Myanmar 1990s
Qatar

Malaysia Bintulu
Qatar EGU

UAE "Opec Terms"
Syria Mid 1990s
Indonesia
Argentina
Venezuela 1996
Libya Block 54 2005
Iran 1st Buyback

3-5
0
22.5

O o © o O o

0-70
60

10

Yes

87.6
100

100%6
Daniel Johnston & Co., Inc. © 1994-2013

90%

("

90%

Government Take LNG

2013

80% 70% 60%

Government

take for LNG

projects

generally falls

within a wide

45%-85% range I

0il Only

80% 70% 60%

50%

LNG

Royalty/Tax System

Effective
Royalty
Rate %

40% 30% 1

10
0]

2

6
13.5

o+ r &
5RO 5

a1
1

=

o

16-20
25

48
12.5

PSC/ Service Agreement 60

50%

14
12-40
35
87.6
30

40% 30%
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GOVERNMENT TAKE IN ALASKA IS BETWEEN 70% -80% UNDER

SB21/MAPA FISCAL STRUCTURE WITH SIGNIFICANT FEDERAL

GOVERNMENT SHARE

G asline ImpactTotal Cash Flow by Stakeholder (Billions) G asline ImpactNPV10by Stakeholder (Billions)
US Fecerd Feckd
Govemmrent Goermment
(Mdstrea), (Mdstrean), Saed Asda
$71418% %66 2%% )
91, 2%
Fecd
Goemmet
Yustrean),
State of Alaska malg)/o
(Midstream), State of Alaska
Producers $7.71%06 (Midstream),
idstream),
(M$48t1120/()) = - 581806
Uostrean), (Uostrean),
=716 #414%
YT (Uostrean),
0, 26
~$400 Billion in Total Cash Flow ~$32 Billion in Total NPV
I 72% Government Share 81% Government Share

* Negative NPV for YTF Fields of $-0.1B not shown

W ith currentlevies alone,governmenttake is
significantin the contextofLNG projects worldwide



IMPACT OF FISCAL LEVERS UNDER DIFFERENT PRICE AND CAPEX
MARKET CONDITIONS - NPV10($2013 BILLIONS)

Price Sensitivity Midstream Capex Sensitivity

NPVU{$2013 Billions) NPV.0($2013 Billions)
No Incentive No Royalty No Property Tax No Production Tax X No Incentive No Royalty No Property Tax No Production Tax

$5.9 %60 $7.3 $$.9 $10.5

ougstOro

B2l

$11.9 $12.3

8 A EX

$18.1 s134 C

<Py

V&iCa:)Ex

m State Take m Federal Take m Producer Take i State Take * Federal Take m Producer Take

The analysis demonstrates that market prices dominate the AKLNG project's economics dwarfing all other
variables considered

Royalty, property tax and production tax reductions are beneficial in improving Producer NPVs and IRRs from
the project and reducing State take.

Overall government take impacts are dampened because ~35% of value transferred from the State to
Producers goes to the Federal Government through federal income taxes

To the extent that the State provides incentive to the AKLNG project through a value transfer, alternate
mechanisms that reduce the leakage of this value to the federal government could be more effective in
benefitting the AKLNG project



ROYALTY IN KIND VS. ROYALTY IN VALUE

Advantages Disadvantages
Attractive to producers Exposes State to various additional risks
Reduces valuation disputes Requires modifications to current
Royalty Reduces commercial uncertainty for legislation and authority
In-Kind project Requires marketing expertise
I* Provides the State with better market Credit requirements for shipper
insight agreements
e Status quo, familiarity e Lack of transparency
e No direct firm capacity commitments e No third party access (TPA)
Royalty  RIV auditing and management capabilities e Valuation disputes: higher of; actual
In-Value currently exist market price realized

e Gaming over cost deductions
e Not preferred choice of producers

Note: Equity participation with or without In-Kind Gas is another alternative for the State to consider
and has been addressed separately

SOURCE: Team Analysis
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IMPLEMENTING RIK PRESENTS CHALLENGES AND, HENCE, COSTS

FOR THE STATE RELATIVE TO RIV

] GCOSTCRMVER
GIPQxs

UostreamHedld Gost
Alonae (HAY)

Hgerof Aodsan

SHesRiceDisoourt

MarketingGsts

QeditGsts

NPV losses to the State from going RIK could

RV

Only FRUisaurrertlydloned
todedLct GTP aosts for royelty
cdadation

PRUiscuratlydlonedan
UostreamFCA

Hgerof proisanaeates
priceprotedtion, offers—-3%6
ydiftinroyatyvaue
Theoreticaly, Sateadnievesa
partionof Producer'sfull velue

Nonaleting acsts, butaudit
s

Qreditaost bome by ProdLcers

RK

GiPaostswill likely be borme by Statefor
fidds

UstreemFCAfor dl fidlds, potartialy
Nohiger of prodsion for price pratection

Sateeqected tosuffer discounted rioss
dueto naletineqeriare ad ladkof
diversity of sygdy; Dsoountto LNGsales
pricecf the LINGmutidier inthe 28036
rageearinedss rae

Varketingaosts of $7-$15 millionayear

BorebySae

be as much as 75%0 of value relative to RIV

Royalty NPv10(2013 Billions)

FOBNTA RNEGFRKALES
$3.5
$2.7
RIV - Deductions GTP Deductions Field Cost Price Discounts
Only P8U Deductions

Marketing Costs



RIK CREATES ADDITIONAL RISK AND COST FOR THE STATE
RELATIVE TO RIV

« Taking its royalty in kind could potentially expose the State to significant
risks including:

— The State may need to build its own marketing organization to take care of
origination, logistics, contract administration, accounting, etc. if it chooses to
market the gas

— State would face challenges in competing with the Producers who have well
established LNG marketing expertise and global portfolios

— State would be subject to counterparty risk in all of the contracts it enters into
across the LNG supply chain

— State would need to make firm capacity commitments along the LNG supply
chain, which could total up to $1 billion per year

e State could realize negative royalties ifthe LNG price istoo low
— State would face production volume risk (if production exceeds or falls short of

its sales commitments)

* Producers have the experience of dealing with market uncertainties and
would need to help the State address these risks if an RIK path is pursued



SUMMARY: ALASKA FISCAL FRAMEWORK

Government take, at 70-85%, is high for a project of
this complexity, and estimated IRR of
approximately 15% may be insufficientfor Producer
investment relative to their alternatives

Well designed incentives to lower project costs and
modify fiscal structure can help make the AKLNG
project competitive in market

The State taking its royalty as RIK could result in a
substantial increase in risk & potential loss of value
for the State - Producers have more experience
managing associated risks
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* LNG Markets

RISK ALLOCATION & COMMERCIAL * Supply Chain Elements

STRUCTURE-SCOPE

Fiscal Framework
Risk Allocation & Fiscal Structure

Overview of key risks that could impact the AKLNG
Project stakeholders and risk management

Assessment of alternatives for financial, equity
participation by State in AKLNG Project



THERE ARE VARIOUS UNCERTAINTIES RELATED TO THE AKLNG
PROJECT THAT COULD IMPACT THE ECONOMIC BENEFITS TO THE
DIFFERENT STAKEHOLDERS
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PRICE AND CAPITAL COST RELATED UNCERTAINTIES EMERGE AS
THE KEY FACTORS DRIVING THE PROJECT ECONOMICS

o State of Alaska NPV10 Total Producer (Upstream + Midstream) NPVI0
Sensitivity R . Sensitivity Base Case Assumption
ase Case
Oil and LNG Prices Low 135%Qilto  0il and LNG Prices
Prices
Escalation Oil Price
Qil Price
24 2024
InService In-Senvice
$10 $15 $20 $4 $6

NPV ($Billions) NPV ($Billions)

1Base Price = $90/b b1 oil price in $2013; LNG Price per MMBtu = 0.135*0il Price + $1

High Price = $120/b bl oil price in $2013; LNG Price per MMBtu = 0.15%0il Price + $1

Low Price = $60/b b oil price in $2013; Henry Hub Price = $4/M M Btu in $2013; LNG Price per MMBtu = HH+$6

2The escalation sensitivity captures a variation in the assumption related to annual change in capital costs, operating costs and
oil and gas prices



RISK ALLOCATION AND MANAGEMENT

Cases of risk
allocation

Cases of risk
mitigation

State
participation
and
implications

SOURCE: Team Analysis

Cost and time risks in project execution depend on the nature and extent of
project organization apart from market factors

of the recent LNG projects, most have a single operator for upstream,
transport and liquefaction

Integrated project case has been successful in high cost project execution
(SnOhvit case example)

= Market risk management is executed by LNG projects in two ways:

Pre-FID commitments: Majority of project volumes are contracted before
FID to ensure market. Example: Gorgon, APLNG

End user participation: several projects have equity stake of end buyers
providing ensured-market for corresponding equity volumes. Example:
Tangguh, Sakhalin I

Where the Government participates in LNG projects is usually via
NOCs with LNG majors who bring in LNG project experience

State's equity participation in the project can allow state to capture an
upside in prices but exposes it further to a down-side

Examples: SnOhvit, Yemen LNG, Angola LNG
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EQUITY PARTICIPATION BY THE STATE OF ALASKA COULD HAVE
TANGIBLE BENEFITS FOR THE PROJECT AS WELL AS THE STATE

e To the extent that the State transfers value to the Producers through
a modification of fiscal terms as an incentive for the AKLNG project,
obtaining an equity interest in the project in exchange for that
transfer of value is more beneficial to the State than a simple
reduction in fiscal take

e Greater alignment of economic interests between the State and
Producers

e State ownership lowers the upfront capital cost to Producers
creating potential economic uplift

e Allows for TCPL equity participation and operation of the pipeline
and GTP

e Equity in all phases could facilitate greater transparency in the
AKLNG Project

e Allows State to influence access for third parties in the most critical
potential bottlenecks of the project - pipeline and marine terminal

e Equity investment in the supply chain, while allowing SOA a seat at
the table, does not necessarily provide for avote in the decision
making process

« JointVenture Agreement structuring is critical
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INVESTMENT

The State makes an
equity investment
across the midstream
and receives an
equivalent share of gas
produced as royalty
and tax gas

'Two different equity

investment levels were
considered as
representing lower
and upper bounds on
the State's equity
participation -15%
and 35%

IN THE AKLNG PROJECT -

considered as indicative examples:

The State invests

sufficient equity to
entirely own the
pipeline component of
the midstream

e Producers would pay a

tariff to the State for
transportation services
on the pipeline

ALTERNATIVES FOR THE STATE TO PARTICIPATE WITH AN EQUITY

DESCRIPTION

Three different alternative structures for equity participation for the State were

eThe State invests to
have a 12.5% equity
stake across the
midstream
corresponding to an
approximation of its
royalty share

e The State's share of
the capacity would be
utilized to treat,
transport and liquefy
royalty gas



NPV $Bil lions

STATE EQUITY PARTICIPATION AT APPROPRIATE LEVELS COULD
ALLOW SOA AND PRODUCERS TO RETAIN HIGHER SHARE OF

PROJECT REVENUES
Stakeholder NPV10Case Comparison

mSOA mFederal Government m PBU +PTU (Upstream) m Producers (Midstream)

$40 e N —— e e
$34 $32
$35 $32 $32 $31 $31 $31
$1.4
$30 $1.6 $1.3 ,$1.0. $1.1 $1.4
$5.4
6.4
$25 $
$9.9
$20 $10.9 $9.1 $10.1 $9.9
$10.1
12.0
$15 ®
$10
_ $15.5 $15.9 $17.0
$15.0 $13.0
$5
$0
Base Case 159% State Gas  35% State Gas  SOA Pipeline SOA Pipeline 12.5% SOA 12.5% SOA
Share + Equity Share + Equity 100%b6 Debt 100% Equity 100%b6 Debt 100%6 Equity

o Producer (Upstream + Midstream) IRR



APPROPRIATE LEVEL OF STATE EQUITY PARTICIPATION NEEDS TO BE

BALANCED TO ACHIEVE BENEFITS TO SOA AND PRODUCERS

e Scenarios examining a range of capital costs and market prices were assessed
to understand whether the equity alternative provides positive economic value
to the State relative to status quo under each of the scenarios

e 15% and 35% state equity participation levels in combination with equivalent
royalty gas & tax gas were considered as indicators of lower and upper bounds
to the State's equity participation

e« SB21/MAPA fiscal structure as currently applicable does not include
production credits for gas. This analysis assumes a modified status quo
wherein the production credits are extended to reflecta $5/BOE credit for gas,
similar to the credit extended to new oil production

* The analysis estimated and compared AKLNG project economics under
modified status quo and under the equity alternative for both the State and
the Producers across acombination of three price and three capital cost
scenarios



STATE EQUITY PARTICIPATION BETWEEN 20% AND 30% OFFERS
NPVIOAT OR ABOVE THE MODIFIED STATUS QUO LEVELS FOR

THE STATE

State Equity %o Required to Generate NPV 10Equal to the Modified Status Quo

40%
36.1%
32.6%
30.5% 30.6%
30%
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flj 20%
o0
>
*5 10%
o_
LU
011
FEY 0%
to
-10%
-101%
-20%
Investment: Low Base High Low Base High Low Base High
Prices: Low Price Base Price High Price

The level of State equity investmentrequired to equal total
state NPV10under status quo varies with marketconditions



SOA EQUITY INVESTMENT IN AKLNG CREATES RISK EXPOSURES

THAT NEED TO BE CONSIDERED AND MANAGED

Cost overruns and cash calls above appropriation level

As an equity owner, the State assumes all Force Majeure risk throughout the GTP, pipeline and
LNG terminal

State has no control over upstream operations and volumes produced by the Producers
— Could have excess or insufficient capacity relative to volumes produced
— Balancing production volumes and volumes through the supply chain on a short-term and

long-term basis

If the State assigns its equity position to a third party such as TransCanada and contracts for
capacity with this third-party, the State will likely have to provide credit support to the entity
that would assume the state's equity share in the midstream through long-term commitments
for capacity

State would be responsible for all demand charge obligations throughout the life of the contract
regardless of gas supply availability and market conditions

— Possible that revenues earned on LNG sales would not offset costs of treating, transport and
liquefaction resulting in negative cash flows to the State
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SUMMARY: RISK ALLOCATION & COMMERCIAL STRUCTURE

AKLNG faces various risks that could affect the
economic benefits; prices and capital cost are key

24 Direct equity participation by the State can offer
g-> benefits to all parties involved in the project;
I accompanying risk profile changes should be managed

B Various commercial terms related to equity
participation will determine whether the State can
' achieve its transparency and access objectives
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BACKGROUND

= As part of exploring an equity position in the Alaska LNG ("AKLNG") Project,

the State of Alaska ("'the State" or "SOA") is contemplating a commercial
arrangement with TransCanada for the Midstream Component where the
State:

shifts initial project capital burden to TransCanada
secures favorable debt/equity ratio for transportation services

» obtains benefit of TransCanada's northern pipeline experience

= As part of this commercial arrangement, TransCanada will fund development

of the State's share of the mid-stream assets during the pre-FEED stage and
provide the State with an equity option to purchase an interest of up to 40%
of this share prior to entering the FEED stage of the project. This means the
State would receive up to 40% of the equity return TransCanada receives and
be responsible for up to 40% of TransCanada's cost during FEED and
ultimately, construction and operation.
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KEY ASSUMPTIONS

= The purpose of this analysis is to evaluate the impact of TransCanada's ownership in the AKLNG
project on the State of Alaska

= This study analyzed two different alternate levels of State equity participation and State Gas
Share - 20% and 25%

= Under each equity alternative case, three ownership scenarios were analyzed to determine
whether there is benefit from TransCanada's participation in the AKLNG project:
SOA Ownership - State retains ownership in its 20%-25% share of the GTP and Pipeline

e TransCanada GTP + Pipeline Ownership - TC assumes the State's 20%-25% share of the GTP
and Pipeline

TC Ownership +SOA 40% Buyback - TC assumes the State's 20%-25% share of the GTP and
Pipeline, but SOA exercises an option to buy back 40% ownership in these components at
the beginning of the FEED stage of project development

e |In all three scenarios above, the State retains its 20%-25% share of the LNG Plant

= Key terms proposed for TC's services provided to the State include:
Debt/Equity: 70/30 through first year of operation; 75/25 thereafter
Return on Equity: 12% plus rate tracker
e Cost of Debt: 5% plus rate tracker

= [t is assumed that there is a 6% opportunity cost associated with any equity investment by the
State (reflecting assumed returns from the Constitutional Budget Reserve Fund)



- SUBJECT T REVISION

DRAFT

TRANSCANADA PARTICIPATION - FINDINGS

= TransCanada's participation in the AKLNG project can reduce the State's total
investment in the Project by between $2 billion and $5.5 billion depending on
the total equity stake ultimately owned by the State

e Assuming a 70/30 debt to equity ratio for the State, TransCanada's participation in the
AKLNG project can reduce the equity investment required from the State by between
$600 million and $1.7 billion depending on the total equity stake

e TransCanada's involvement creates additional value of $3-$6 billion on a cash
flow basis and between $600 million and $1 billion on an NPV basis for the
State of Alaska through the initial 30 year project life
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STATE OF ALASKA TOTAL CAPITAL INVESTMENT (IN 2013%)
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STATE OF ALASKA EQUITY CASH CALLS* (IN 2013$)
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STATE OF ALASKA TOTAL CASH FLOWS ASSOCIATED
WITH EQUITY ALTERNATIVE*

Total Cash Flows to State of Alaska Associated with Equity Alternative
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- SUBJECT T REVISION

DRAFT

&

80‘!

STATE OF ALASKA NPV.e ASSOCIATED WITH EQUITY
ALTERNATIVE*

NPV to State of Alaska Associated with Equity Alternative
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STATE OF ALASKA ANNUAL CASH FLOWS ASSOCIATED
WITH THE : o % EQUITY ALTERNATIVE*

State of Alaska Annual Cash Flows Associated with 20%6 Equity Alternative
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STATE OF ALASKA ANNUAL CASH FLOWS ASSOCIATED
WITH THE : s % EQUITY ALTERNATIVE*

State of Alaska Annual Cash Flows Associated with 25%b6 Equity Alternative

SOA Ownership TransCanada GTP + Pipeline Ownership TC Ownership +SOA 40% Buyback
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* Annual cash flows over initial 30 years. Cash flows exclude additional revenues to the State from the
AKLNG Project such as upstream property and income taxes thatare notimpacted by TC participation.
Values include the estimated impact ofopportunity cost to the State which may not be a cash flow element.
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IMPACT OF CAPITAL STRUCTURE & RETURN ON EQUITY

The purpose of this analysis is to examine the relative impact of the capital structure and
the return on equity terms on the tariff for the GTP and pipeline and on the net present
value to the State of Alaska

This assessment examined the 25% Equity Alternative case, where TransCanada assumes
the State's share of the GTP and Pipeline

Sensitivity assumptions
Base case assumptions reflect the proposed terms of 75% Debt/25% Equity with 12% ROE

Capital structure sensitivities examine shifts between debt and equity percentages in 10%
increments from the base case

ROE sensitivities examine changes in ROE in increments of 1% from the base case
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CAPITAL STRUCTURE & ROE - FINDINGS

= Changes in the capital structure assumed to finance the AKLNG Project GTP
and pipeline components could have a larger potential impact on the tariffs as
well as net present value to the State than changes to the return on equity
given to TransCanada

= Each 10% shift in the capital structure from debt to equity could increase the
tariff on the GTP and pipeline by ~$0.30/MMBtu and cause a loss of $300
million in NPV10to the State

= In comparison, each 1% increase in the return on equity could increase the
tariff on the GTP and pipeline by ~$0.08/MMBtu and cause a loss of $100
million in NPV10to the State

65



- SUBJECT TO REVISION

DRAFT

TARIFF ON GTP AND PIPELINE INCREASES BY ~$0.30/MMBTU FOR EACH
INCREASE IN EQUITY WHILE INCREASING BY ~$0.08/MMBTU FOR

INCREASE IN ROE

TransCanada GTP + Pipeline Tariff

D/E Sensitivity Assuming ROE of 12%
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NPV TO THE STATE DECREASES BY ~$300M M FOR EACH 10% INCREASE IN
EQUITY WHILE DECREASING BY ~$100M M FOR EACH 1% INCREASE IN ROE

State of Alaska NPV
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EXPANSION ANALYSIS

= As part of exploring an equity position in the Alaska LNG ("AKLNG") Project,
the State of Alaska ("'the State™ or "SOA") has entered into a Heads of
Agreement with parties that include the three major producers on the North
Slope describing terms facilitating the development of the AKLNG Project.

= Pro-expansion principles have been considered within Appendix A of the HOA
that allow any Alaska LNG Party to initiate expansion of the project within the
construct of the principles agreed upon.

= Expansion of the AKLNG Project could provide key benefits to the State by
facilitating further exploration and production activity on the North Slope by
potentially providing an outlet to market for the natural gas produced.
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EXPANSION ANALYSIS - KEY ASSUMPTIONS

The purpose of this analysis is to evaluate the economic impact of an expansion of the AKLNG Project
on the State of Alaska

Two different alternate levels of State equity participation and State Gas Share - 20% and 25% - were
analyzed
Key terms proposed for TC's services provided to the State include:
Debt/Equity: 70/30 through first year of operation; 75/25 thereafter; 70/30 for expansions
e Return on Equity: 12% plus rate tracker

Cost of Debt: 5% plus rate tracker

The capital structure and terms associated with the Producers' portion of the original project include:

Debt/Equity: 70/30; Return on Equity: 12%; Cost of Debt: 7%

Expansion analysis assumes one additional LNG train and equivalent capacity at the GTP Plant and
pipeline are added to the project five years into its operation. The analysis examines a 30 year period
from the in-service date of the project.

Cost of expansion assumes a 20% reduction in GTP and LNG train costs relative to the original project
due to economies. Additional compression costs for the pipeline are assumed to support the
expansion volumes. Total expansion cost is ~$10 billion compared to the original project of $45
billion.

This analysis assumes that gas for expansion comes from State lands. Benefit to the State shown here
could be lower if part or all of the expansion gas comes from lands where the State has lower or no
royalty/tax stake
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EXPANSION BENEHTS - FINDINGS

= Expansion of the AKLNG Project can reduce the tariffs on the project for the
original shippers due to economies of scale associated with an expansion

The tariff advantages associated with expansion are impacted significantly by the
capital structure of the original project for each of the AKLNG project owners as well
as by that of the expansion

Tariffs for the original project could decrease by ~$0.20/MMBtu assuming an
expansion consistent with the 70/30 Debt/Equity structure proposed by TransCanada

= Expansion of the project also results in higher revenues to the State driven by
development of new gas resources and associated royalty and tax cash
streams

Potential increase in State revenues of ~$40 billion in cash flows and of NPV10 of $2
billion over the initial 30 years

The potential increase in State revenues from expansions are driven by the source of
the yet-to-find gas resources



State of Alaska Cash Flow Forecast
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STATE OF ALASKA TOTAL CASH FLOWS CAN INCREASE
BY : 0 % WITH AN EXPANSION OF ONE LNG TRAIN

State of Alaska Cash Flow

25% Equity Ownership m 20% Equity Ownership

Original Project Expansion
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STATE OF ALASKA NPV:o CAN POTENTIALLY INCREASE
BYs. BILLION WITH AN EXPANSION

State of Alaska NPV (10%)

m 259 Equity Ownership 20% Equity Ownership

$13.31

Original Project Expansion
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FY 2015 PRODUCTION TAX ESTIMATE USING INCOVE STATEMENT FORMAT OIL VALUE CHAIN

Price J arels . Value

Avg ANS Qll Price ($/bbl) & Daily Production $10506 498 $24
Annual Production
Total 181912 $19111.7
Royalty, Federal & other barrels (23.300) ($2,448.0)
Taxable bbls from companies W/ tax liability 158611 $16,663.7
Downstream (Transportation) Costs (3/bbl) Midstream costs  SIO/bbl
ANS Marine Transporation ($3.46)
TAPS Tariff ($6.18)
Other ($0.40)
Total Transportation Costs ($10.03) 153611 ($1,591.0)

Lease expenditures $46/bbl
Deductable Lease Expenditures
Deductible Operating Expenditures (&17.91) ($2,840.3)
Deductible Capital Expendiitures ($28.08) ($4,453.4)
Total Lease Expenditures ($45.99) 13611 $7,2937)

Production tax on ~$49/bbl netback
Production Tax
Gross Value Reduction ($63.8)
Production Tax Value (PTV) #8.64 $7,7152
Base Tax (3596FTV) $2,700.3
16896201 $2,700.3

SO RE CPARTMENT G-RAVENLE FVBNLESOLRCES BOOK FALL 2013, P 106
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FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT

Price Barrels .
Avg ANS Qll Price ($/bbl) & Daily Production $1065.06 498
Annual Production
Total 181,912
Royalty, Federal & other barrels (23,301)
Taxable bbls from companies w/ tax liability 158611
Downstream (Transportation) Costs ($/bbl)
ANS Marine Transporation ($3.46)
TAPS Tariff ($6.18)
Other ($0.40)
Total Transportation Costs ($10.03) 153611
Deductable Lease Expenditures
Deductible Operating Expenditures 1791
Deductible Capital Expenditures ($28.08)
Total Lease Bxpenditures ($45.99 153611
Production Tax
Gross Value Reduction
Production Tax Value (PTV) $8.64
Base Tax (3526PTV)
Total Tax before credits

O RE CPARTMENT G-RAVENLE, RVANLESOLROESBOK FALL 2013, P 106

enalytica

Value

%24

($2,448.0)
$16663.7

($1,501.0)

($2,840.3)
$44534)
($7,293.7)

($63.8)
$7,7152
$2,700.3
$2,700.3

PRICE FOR ALASKAN GAS WILL BE:

K

Less transparent

noreadily available publishedprice like ANSWC

Less consistent by destination

contract-by-contract differences canbelarge

Likely link to Japan Crude Oil Cocktail, JOC
in 2004-2013, XXCtradedat % 22/bbidiscount toANS

Lower value vs. oil (thermal equivalency)
e.g.SWUI* $1MoeofLHB

$tm bl=$78-$90/boe(m -15% “Slope”)

Data. Analytics. Solutions, in Energy
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FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT

Price mrr
Avg ANS Qll Price ($/bbl) & Daily Production $105.06 498
Annual Production
Total 181,912
Royalty, Federal & other barrels (2330D)
Taxable bbls from companies W/ tax liability 153611
Downstream (Transportation) Costs ($/bbl)
ANS Marine Transporation ($3.46)
TAPS Tariff ($6.19)
Other ($0.40)
Total Transportation Costs ($10.03) 153611
Deductable Lease Expenditures
Deductible Operating Expenditures &17.91)
Deductible Capital Expenditures ($28.08)
Total Lease Expenditures ($45.99 153611
Production Tax
Gross Value Reduction
Production Tax Value (PTV) #4864
Base Tax (356PTV)
Total Tax before credits

SO RE OPARTMENT G-RAVANLE, RAVENLESOLRCES BOOK FALL 2013, P 106

enalytica

Value

%24

($2448.0)
$16,663.7

($1.591.0)

($2,840.3)
($44534)
($7,298.7)

($63.8)
$7,7152
$2,700.3
$2,700.3

MIDSTREAM COSTS WILL BE:

Order of magnitude higher
Geasis significantly more expensive to transport
Tariff not regulated by FERC

FERCwillregulate permitting, notrate-setting

Tariff highly sensitive to capital structure

retum onequityand/orassumeddebt/equity ratio

Data. Analytics. Solutions, in Energy
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INDICATIVE TAX BEFORE CREDITS FOR ALASKA LNG PROJECT @ ANS
INDICATIVE LNG CHAIN: SIOO/BBL

Price J arrels Value
Avg LNG Price ($/boe) & Daily Production $3L00 334 11
Annual Production
Total 140,306 $11,348
Royalty, Federal &other barrels (19,643) ($L50L1)
Taxable bbls from conpanies w/ tax liability 120,664 $0,7738
Dowrstream (Transportation) Costs (§/boe) Midstream ~$66/boe
Marine Transporation ($6.00) ($724.0)
Pipeline & GTP Tariff ($24.18) (2917.6)
Liquefaction Tariff ($36.00) ($4.3439)
Total Transportation Costs ($56.18) 120,664 ($7,985.5)
Upstream ~$6/boe
Deductable Lease Expenditures
Deductible Operating Expenditures ($3.00) ($362.0) *
Deductible Capital Expenditures ($3.00) ($362.0)
Total Lease Expenditures ($6.00) 120,664 ($724.0)
_ Limited netback to tax (less than $9/boe)
Production Tax
Gross Value Reduction 00 J
Production Tax Value (PTV) 832 $1,064.3
Base Tax (35%6PTV) $3725
Total Tax before credits $3725

SORE BNALYTICAANA. 0-RAVENLE FVANLE SOLRCES BOCK FALL 2013, P 106

enalytica Data. Analytics. Solutions, in Energy
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INDICATIVE TAX BEFORE CREDITS FOR ALASKALNG PROJECT @ ANS INDICATIVE LNG CHAIN: S89/BBL ANS

Price J arrels Value
Avg LNG Price ($/boe) & Daily Production $218 334 7.7
Annual Production
Total 140,306 $10127.3
Royalty, Federal & other barrels (19,643) ($L417.8)
Taxable bbls from conpanies W/ tax liability 120,664 $8,7095
Downstream (Transportation) Costs ($/boe)
Marine Transporation ($6.00) ($724.0)
Pipeline & GTP Tariff ($24.18) ($2917.6)
Liquefaction Tariff ($36.00) ($4,343.9)
Total Transportation Costs ($66.18) 120,664 ($7,985.5)
Deductable Lease Expenditures
Deductible Operating Expenditures ($3.00 ($362.0)
Deductible Capital Bxpenditures ($3.00) ($362.0)
Total Lease Expenditures ($6.00) 120,664 ($724.0)

... wipes out any production tax value

Production Tax
Gross Value Reduction $0.0 *
Production Tax Value (PTV) $0.00 $0.0
Base Tax (35%6PTV) $0.0
16896201 $0.0

enalytica Data. Analytics. Solutions, in Energy
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INDICATIVE TAX BEFORE CREDITS FOR ALASKA LNG PROJECT @ ANS

« JEE e
Price
3334

INDICATIVE LNG CHAIN: HIGHER COSTS

Avg LNG Price ($/boe) & Daily Production $831.00 11
Annual Production

Total 140,306 $11,3648
Royalty, Federal & other barrels 19,643) ($L,5911)
Taxable bbls from companies w/ tax liability 120,664 07738

Downstream (Transportation) Costs ($/boe)

Marine Transporation ($%.73) 129
Pipeline & GTP Tariff @713 (832742
Liquefaction Tariff ($40.40) ($4.874.7) K
Total Transportation Costs &74.27) 120,664 ($8,96L3)
A12.2% hike in costs/tariffs
Deductable Lease Expenditures
Deductible Operating Expenditures 37 ($406.2)
Deductible Capital Expenditures $337) ($4062)
Total Lease BExpenditures .73 120664 ($3124)
... wipes out any production tax value
Production Tax
Gross Value Reduction 0.0
Production Tax Value (PTV) $0.00 $ 0 *
Base Tax (35%6F1V) $00
Total Tax before credits $0.0

ena Iy tica Data. Analytics. Solutions, in Energy
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INDICATIVE TAX BEFORE (REDITS FKRALASKA LNG FROECT @ ANS
@ IMPLICATIONS FOR STATE OF ALASKA

Price Barrels Value
(Thousands) (S million)
Avg LNG Price ($/boe) & Daily Production $81.00 334 $3L1
Annual Production K
Total 140306 #1348 Fair market price critical for top line
Royalty, Federal & other barrels 19643) ($L,591.1)
Taxable bbls from conmpanies w/ tax liability 120,664 $0,7738
Downstreamn (Transportation) Costs ($/boe) Midstream, midstream, midstream
Marine Transporation ($6.00) ($724.0)
Pipeline & GTP Tariff ($24.18) ®@976) i
Liquefaction Tariff ($36.00) ($4,3439)
Total Transportation Costs ($66.18) 120,664 ($7,9855)
Upstream secondary to midstream
Deductable Lease Expenditures
Deductible Operating Expenditures ($3.00) ($362.0)
Deductible Capital Expenditures ($3.00) ($362.0)
Total Lease Expenditures ($6.00) 120,664 ($724.0
Wellhead insufficient to drive state take
Production Tax
Gross Value Reduction $0.0
Production Tax Value (PTV) s $,0643 *
Base Tax (3B5%6PTV) $3725
Total Tax before credits $3725

enalytica Data. Analytics. Solutions, in Energy
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Price-absorbing in-value structure protects producers, not state, in low price environment
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Price-absorbing in-value structure protects producers, not state, in low price environment

AMUAINECASHH. ONS OERAROECT UIFE

% &% % n FEDGOVT
o, SR E:
\ 5% -
5%
A%
O INVALLE " 15
NVALE Th-
Lk 10%
Wk
%0
B -
o 10%
o o I L. O P
IOMRE MDRRE HHRGE IOMRE MDFRE HGHRE IOMRE MDFRE HEHRE

enalytica Data. Analytics. Solutions, in Energy



IFLNGWERE OIL) INKINDVS. INVALLE SPRICEs GOST EXFOSLRE o
[iceeqmUe X daility paation>ost esdainaddday nds

FRICE EACE R CEHNEDAT CONTRACT SGNING

Qil linkage does not mean identical linkage to oil (e.g. Taiwan, below); bargaining power defines linkage

New contracts do not impact existing deals (e.g. new Henry Hub-based LNG vs. existing oil-linked SPAS)
But if price is seriously out of sync with fundamentals, parties can trigger a review clause

TAIWAN: ESTIMATED OIL-LNG PRICE RELATIONSHIP INLONG-TERM CONTRACTS
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IF LNG WERE OIL >IN KIND VS. IN VALUE >PRICE & COST EXPOSURE .
price exposure >volatility protection > cost escalation and delay risks
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IF LNG WERE OIL >IN KIND VS, IN VALUE >PRICE & COST EXPOSURE
[rice eqoosure >volatility protection > cost escalation and delay nisks

HRCET

Sehvit (\Norvay) \V:: 0%
Egyctian LN @
SdHIN2 (Rssia) May-(B
Aldartic LNGT (Trinckd) Jn{B
Eytian LDNGT2 JH3B
EoLeid Girea dnd
NrthW\est Seif (Austrdia) b
YN Agb
Rru Jnl7
Huo Iy
Sdkch INGAlgeria) 7
Atda D07
Grgn(Astralie) B
FyaNeVGirea B:e0?
Querdad Gurtis (Astrdia) N0
Jechiore INGAUrdia) 2

enalytica

206
Anb
207
206
InG
L2007
208
D8
Md2010
Early 21
N1
Bty 2012

SNOND TAEHDNE AADNE

Spl7

My
Mr-0

[(HA BIUEIBN
15years  NKRH
3nuitsealy 1
PAY:: 1 $100
mtine $1.2

9 nurtrs eaty 06
6 muntts early $15
mtine ASR
lyear 87
mtine 38
15yers  ASH2

2 years £8
152years ?
na $37.0

na $150

na $150

na $160

G3TBN %OHRN
NDKZB.0D 2L.3%
bt 0%

20 12000
ogleVos:t 0%
okt 0%
apleloss 0%

ABR6 D%

$5 2.8%
$9 2.8%
ABH49 B
? ?

$100 /

40 5P

$190 2.

$205 B.%

$185 156%

Data. Analytics.

Solutions, in ne

16

rgy



http:/fenalytica.info

enalytica Data. Analytics. Solutions, in Energy


http://enalytica.info

SIRCIURE&CAHERB R

Fgoaraed for Sreie Resouraes Gomittee
Jreay Asda>Fauay 202014

http://enalytica.info

enalytica Data. Analytics. Solutions, in Er


http://enalytica.info

PRESENTERS

Janek

enalytica

Meyer >Nikes Tsafos

JANAKVAYER
PRINR

enalytica

IMKMNEREDLYTICAINO

Before co-founding enalytica, Janak led the Upstream Analytics team at PFC
Energy, focusing on fiscal terms analysis and project economic and financial
evaluation, data management and data visualization.

Janak has modeled upstream fiscal terms in all of the worlds major hydrocarbon
regions, and has built economic and financial models to value prospective
acquisition targets and develop strategic portfolio options for a wide range of
international and national oil company clients. He has advised Alaska State
Legislature for multiple years on reform of oil and gas taxation, providing many
hours of expert testimony to Alaska’s Senate and House Finance and Resources
Committees.

Prior to his work as an energy consultant, Janak advised major minerals industry
clients on a range of controversial environmental and social risk issues, from
uranium mining through to human rights and climate change. He has advised
bankers at Citigroup and policy-makers at the US Treasury Department on the
management and mitigation of environmental and social impacts in major
projects around the world, and has undertaken macroeconomic research with
senior development economists at the World Bank and the Peterson Institute for
International Economics.

Janak holds an MA with distinction in international relations and economics from
from the Johns Hopkins School of Advanced International Studies (SAIS), and a
BA with first-class honors from the University of Adelaide, Australia.

Data. Analytics. Solutions,

Er



PRESENTERS
Jarek Mayer > NikosTsafos

enalytica

NKCETSAES
PRINR

enalytica

NFCEACREMLYTIAIND

Nikos Tsafos has a diverse background in the private, public and non-profit
sectors. He is currently a founding partner at enalytica. In his 7 12 years with
PFC Energy, Nikos advised the world’s largest oil and gas companies on some
of their most complex and challenging projects; he also played a pivotal role in
turning the firm into one of the top natural gas consultancies in the world, with
responsibilities that included product design, business development, consulting

oversight and research direction.

Prior to PFC Energy, Nikos was at the Center for Strategic and International
Studies (CSIS) in Washington, DC where he covered political, economic, and
military issues in the Gulf, focused on oil wealth, regime stability and foreign
affairs. Before CSIS, he was in the Greek Air Force, and prior to his military
service, Nikos worked on channeling investment from Greek ship-owners to
Chinese shipyards.

Nikos has also written extensively on the domestic and international dimensions
of the Greek debt crisis. His blog (Greek Default Watch) was listed as one of
“Europe’s Top Economic Blogs” by the Social Europe Journal, and his book
“Beyond Debt: The Greek Crisis in Context” was published in March 2013.

Nikos holds a BA with distinction in international relations and economics from
Boston University and an MA with distinction in international relations from the
Johns Hopkins School of Advanced International Studies (SAIS).
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project structure options >Ujpstreamis shock asorber > cash flow conparison >value split
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AK LNG OUT OF THE MONEY? >IN KIND VS. IN VALUE >MIDSTREAM OPTIONS >CASH EXPOSURE
project structure aptions > Upstreamis snock asorber > cash fiow conparison >value split

RIVIVAES UIPFSTFEAMITHE SO EFRCEASTTRER

18170097

YWBU BCE

$12
$10

8 B € 8 &

nalytica

$120 4

$100 -

SBE
HMBIU

SBE SOBE
BIMBIU  2EMMBIU

IN‘iNVALE atemative andifies inpedt o [rice novaTat ondate retunms

ALY
m FRIRCIKNIEX

n A

‘GARNEEHEOR



AK LNG OUT OF THE MONEY?) IN KIND VS. IN VALUE >MIDSTREAM OPTIONS >CASH EXPOSURE
project structure options > Upstream s snock asorber > cash fiow conparison >value split
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AK LNG OUT OF THE MONEY? >IN KIND VS. IN VALUE >MIDSTREAM OPTIONS >CASH EXPOSURE

project structure options >financial analysis of the TransCaneda aption
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AK LNG OUT OF THE MONEY? >IN KIND VS. IN VALUE) MIDSTREAM OPTIONS >CASH EXPOSURE
project structure options >financial analysis of the TransCanada option
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A Growing Alaska Through Responsible Resource Development

Senate Resources Committee on SB 138
Feb. 19, 2014

Testimony of Rick Rogers, Executive Director,
Resource Development Council

Good evening madam chair and members of the committee. My name is Rick Rogers,
Executive Director of the Resource Development Council. RDC is a statewide business
association representing forestry, oil and gas, mining, tourism, and fishing industries.
Our mission is to grow Alaska through responsible resource development. RDC
supports policies aimed at increasing the commercial viability of developing Alaska's
natural gas resources.

Alignment and Durability, two words that are used so much in resource policy
deliberations that perhaps they become cliche. But if we are going to move forward in
monetizing north-slope gas, these are both essential.

The “Heads of Agreement” aligning the interests of the three major North Slope
producers (ExxonMobil, BP and ConocoPhillips), TransCanada, the State
administration and the State-owned Alaska Gas line Development Corporation (AGDC)
is a major step forward. This represents unprecedented alignment of interests in moving
forward in developing this world-class gas resource for both in state use and export.
Getting the producers, the State and TransCanada on the same page is unprecedented.
With the recent announcement of the Heads of Agreement, we can see a path forward to
a single project involving the producers, TransCanada and the state through a newly
formed subsidiary of AGDC.

Unlike oil, LNG is sold on long-term multi-decade contracts. An LNG project will
require durable and predictable fiscal terms, and the heads of agreement and authorizing
SB 138 provides for a stepped approach forward in defining the state’s participation
including fiscal terms and a corresponding equity interest.

As Alaskans we need to have a serious and deliberate conversation about Alaska’s role
in such a project. SB 138 will require lots of work and analysis and |1 am impressed with
the deliberate due diligence this committee is undertaking. We need to carefully weight
the risks, the rewards with a realistic eye on the need to compete globally with dozens of
otherjurisdictions and projects hoping to secure project backing.

121 West Fireweed Lane, Suite 250, Anchorage, Alaska 99503
Phone: 907-276-0700 « Fax: 907-276-3887 « Email: resources@akrdc.org = Website: akrdc.org
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Rick Rogers, RDC
Testinony to Senate Resources, on SB138, February 19, 2014

Without question the most beneficial gas line project for Alaskans is a large capacity line sanctioned by the
producers in partnership with the State. Fundamental project economics, largely out of our control, will
dictate whether this project ever gets constructed.

To have any hope for monetizing gas, we must maintain a robust oil industry on the slope. Oil pays the bills
and supports the vast and complex infrastructure on the North Slope needed to produce gas. Ifwe fail to
defeat the ballot referendum repealing SB21 in August, we signal to the producers and the world that we lack
the long-term vision essential in developing our gas resources.

RDC believes alignment of interests; durable agreements including fiscal terms; and maintaining a vibrant
competitive oil industry are vital to gas line development. The deliberate stepped approach to moving this
project forward with an eye towards alignment and durability is our best hope for an economically viable
large capacity LNG project. We also need to weigh the project risks against the risks of failure to monetize
our gas.

We encourage the committee to continue with its due diligence and to pass enabling legislation this session,
recognizing that this is a stepped approach with further legislative decision points and off ramps down the
road as the project matures.

Thank-you for the opportunity to testify.



International Union of Operating Engineers
LOCAL 302 «Washington and Alaska + AFL-CIO

Daren Konopaski, Business Manager and General Vice President

Corey Baxter, District 8 Representative

February 19, 2014

Senate Resources Committee
Alaska State Senate

State Capitol, Room 205
Juneau, AK 99801

Re: SB 138 Alaska Gas Line

To Whom It May Concern:

The International Union of Operating Engineers Local 302 understands that SB 138 is a
very complicated bill with lots of details to work out and resolve.

We would like to take this opportunity to express our willingness to stand behind a
solution that protects the state’s interests and benefits Alaskan’s statewide.

With regard to that, we are interested in amending SB 138 to include PLA language,
originally provided in the Heads of Agreement document, to help ensure future
employment opportunites for Alaskan’s and their families.

Thank you for all of your continuing efforts to ensure that Alaska has a productive and
self-sustaining future.

Sincerely,

Corey Baxter —

District 8 Representative

International Union of Operating Engineers Local 302
9309 Glacier Hwy., Suite A-105

Juneau, AK 99801

(907)586-3850

(907)463-5464 (facsimile)

Kyle Brees, Financial Secretary « Sean Jeffries, Presidente Robert Peterson, Vice President
MAIN OFFICE: 18701 120th Avenue N.E. = Bothell, Washington 98011-9514
Telephone: (425) 806-0302 =Toll-free: 1-800-521-8882 =Fax: (425) 806-0030
JUNEAU OFFICE: 9309 Glacier Hwy., Bldg. A-Suite 105 «Juneau, Alaska 99801
Telephone: (907) 586-3850 =Toll-free: 1-800-478-9551 eFax: (907) 463-5464
Washington Branches: Bellingham eSilverdale <Ellensburg  Alaska Branches: Anchorage < Fairbanks «Juneau



To: Senate Resources Committee Members
From: Lisa Weissler, Attorney

Date: February 19, 2014

Re: Senate Bill 138, Public Comment

As a signatory to the Heads of Agreement (HOA) for the Alaska LNG Project, the Administration has
committed to incorporating the HOA principles into contracts if acceptable "Enabling Legislation" is
passed by the Legislature. The enabling legislation is SB 138.

The HOA does not meet with the constitutional principle that Alaska's resources be developed
consistent with the public interest.

For any pipeline project, the state's public interests remain the same. These are:

Revenue for state public services and infrastructure
0 Revenue for communities along the pipeline route
e Gas for use in-state
« Pipeline access and expansion to encourage independent exploration and development
 Transparency
e Work commitments
« Alaska hire

If the HOA principles are incorporated into a signed contract, the state will bear the costs and
responsibility for meeting the state's public interests, while the producers will have little obligation to
Alaska other than giving the state a fixed percentage of produced gas.

As demonstrated by the attached matrix, many of the HOA principles match the terms of the
Stranded Gas Fiscal Contract submitted to the legislature for approval in 2006. The legislature
declined to approve the contract because its terms were not in the state's best interests.

Like the stranded gas fiscal contract, the HOA principles impose far too many obligations on the state,
including paying billions to help advance and build the pipeline, assuming the risk of losing its
investment if the project is not completed, paying the costs of treating, transporting and marketing
state royalty and tax gas, providing gas for in-state use, being the sole provider of capacity for
independent producers, and paying expansion costs. These are huge commitments by the state,
made in exchange for nothing more than a continuation of pre- front-end engineering and design
work. When a pipeline is finally built, the state will be locked into terms where no matter what the
value of our natural gas, the state's share and obligations remain the same - meaning that, at high
prices the producers reap a windfall, and at low prices the state's obligations could exceed its return.

Where the Stranded Gas Development Act had at least some limits and criteria to protect the state's
interests in contract negotiations, SB 138 is a blank check, providing no limits to the terms the
Department of Natural Resources commissioner can develop for inclusion in a contract. The HOA
identifies positions the Administration has essentially already agreed to - passage of SB 138 as
written would signal legislative support for these positions. The result can only be a contract that
fails to serve Alaska.



Heads of Agreement Guiding Principles Compared to Stranded Gas Fiscal Contract Terms

Alaska Interests
REVENUE

State Ownership

Past ownership studies advised the
state to consider (1) that the state
does not have the financial strength to
absorb large losses; (2) the need to
have readily available funds for calls
for capital expenses; (3) that minority
participation would likely result in
limited management rights; (4) that
the state shares the risks of cost
overruns; and (5) potential conflicts
between the state's sovereign duties
and fiduciary obligations as a partner.
Royalty

Under current law, the State has the
option of taking its royalty oil or gas in
kind (RIK) or in value as cash (RIV). The
state's decision to switch between in
kind or in value can take place on fairly
short notice. For a project like the gas
pipeline, longer notice is needed.

Gas production tax

Currently, the state's oil and gas
production tax is paid in cash.

In-kind Costs

Under current law, for most leases, the
producer pays the costs of treating
state royalty gas, including removing
and disposing of impurities.

Property Taxes and Impact Payments
The state levies a property tax on the
value of oil and gas property in the
state. Oil and gas property within local
government boundaries may also be
taxed at the local level.

Communities along the pipeline route
are impacted during construction by
increased population pressures,
housing shortages, loss of local
workers to pipeline jobs, and increased
public safety and health care needs.
IN-STATE MARKETS

An anticipated benefit to the state in
having a natural gas pipeline is getting
gas to meet local power needs.

Heads Of Agreement - 2014
Article 5. Subject to passage of
enabling legislation and execution of
project-enabling contracts, the State's
participating interest share in each
component would be approximately
20% to 25%.

Section 8.1. The State will take its
royalty gas in kind during the duration
of the contract. Sliding scale and net
profit leases will be modified to afixed
percentage royalty to be taken in-kind.
The State could switch to RIV but only
after the initial contract term.

Section 8.2. The Producers have the
right to elect to make gas production
tax payments in gas rather than cash.
Section 8.3. Based on where the HOA
describes delivery of the royalty and
tax gasto the State, it appears the
State will assume the costs associated
with treating and transporting royalty
and tax gas.

Section 9.3. Subject to consultation by
the Administration with local
governments, payments in lieu of
property taxes would be on a unit rate
per throughput basis and could be
level or escalating dollar payments for
the Alaska LNG Project components.

The Alaska LNG Project will pay impact
payments.

Section 6.5. Five in-state offtake

points would be included as part of the
project; third-parties will have to pay
for any facilities taking gas from an
offtake point. Any Party may deliver
gas to an offtake point. Third-party gas
must meet certain criteria.

Prepared by Lisa Weissler, Changing Tides Consulting, lisa@changingtides.com

Stranded Gas Fiscal Contract - 2006
Sec. 7.2. The State shall own, directly or
indirectly through State-owned entities,
a 20% interest in a Gas Treatment Plant,
the Mainline, and the Alaska to Alberta
Project; and in Gas Transmission
Pipelines.

Article 12. The State would take its
royalty gas in-kind throughout the life of
the contract subject to specified
payment methods and calculations.
Sliding scale leases could be converted
to afixed royalty percentage.

Article 13. The State committed to
taking tax as gas rather than cash.

Articles 12 & 13. The State would
assume the costs associated with
treating and transporting royalty and tax
gas, including assuming the cost for
disposal of impurities.

Articles 17. Payments in lieu of oil
pipeline property taxes property taxes
would be based on energy throughput
rather than property values,

Article 18. The Mainline Entity would
pay impact payments totaling $125
million over five years.

Article 9. Four in-state offtake points
were part of the project; third-parties
would have to pay for any facilities
taking gas from an offtake point. Any
Party may sell gas to an Alaska
purchaser; no Party is required to sell
gas to an Alaska purchaser.
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Heads of Agreement Guiding Principles Compared to Stranded Gas Fiscal Contract Terms

Alaska Interests
ACCESS & EXPANSION
Robust exploration and development
of state oil and gas resources requires
that all gas producers, large and small,
have capacity to ship gas in the
pipeline and that transportation rates
are not a barrier to new explorers and
developers.

When a pipeline is filled to capacity, it
can be expanded. Expansion for an
LNG project is complicated and
expensive because different shipping
contracts require different gas weights,
and so expansions could require the
addition of a new LNG processing
facility (liquefaction train).
Transparency

State participation in the pipeline can
create a conflict between the public's
right to know the basis for its
government's decisions and the state's
fiduciary responsibility as a pipeline
partner to keep project information
confidential.

Work Commitments

It isimportant to the state that a
pipeline advances through to
completion, particularly if the state
makes a substantial investment in
progressing the pipeline.

Alaska Hire

A benefit to Alaska of a pipeline project
isjobs for Alaskans. The federal
constitution precludes an absolute
requirement that Alaskans be hired
first.

Heads Of Agreement - 2014
Section 6.3 and Appendix A. Access
and expansion will be developed
consistent with the regulatory
framework under the Natural Gas Act,
Section 3. The State portion of the
project will be responsible for
providing capacity access to the
pipeline for independent producers,
for both in-state and export gas; the
Producer capacity will be private; and
expansion costs will be borne by
whoever requests the expansion.

Section 7.2. The Administration will
submit proposed general legislation to
provide for a confidential process to
develop terms for project-enabling
contracts.

- SB 138 would authorize the DNR
commissioner to enter confidentiality
agreements to maintain the
confidentiality of information related
to contract negotiations and contract
implementation.

Article 4. The Alaska LNG Parties will
continue Pre-FEED work through to
completion with the passage of
"Enabling Legislation," execution of a
new commercial agreement, and
progress on other support referenced
in Sec. 10. Decisions to advance to the
FEED phase are subject to enabling
legislation and other laws, including
necessary fiscal and commercial terms.
Article 11. Within the constraints of
law, the LNG Parties will employ Alaska
residents and contract with Alaska
business to the extent they are
qualified, available, ready, willing, and
cost competitive. Prior to
construction, the Parties commit to
negotiate in good faith project labor
agreements for the LNG Project.

Prepared by Lisa Weissler, Changing Tides Consulting, lisa@changingtides.com

Stranded Gas Fiscal Contract - 2006
Article 8. Regulation of and access to
the project (including expansion) will be
governed and controlled exclusively by
the Natural Gas Act, Alaska Natural Gas
Pipeline Act of 2004 [applicable to an
overland pipeline], other applicable
federal law and the contract. The State
could initiate expansions, but only after
meeting multiple hurdles, including that
the State must not require existing
shippers to pay a higher rate than
without an expansion; and expansion
would be available only every 5 years.

Article 29. Established how confidential
information and material could be used
and disclosed.

- The Stranded Gas Development Act
provided specific terms and conditions
for confidentiality and disclosure of
information during the course of
contract negotiations; and established
public disclosure requirements upon
issuance of a preliminary findings and
determination.

Section 5.2. Participants would advance
the Project planning activities by
Diligence and conclude these activities
with a decision on whether to begin
preparation of regulatory applications
for an Open Season. "Diligence" means
advancing the Project as diligently as is
prudent under the circumstances.

Section 6.2. Within the constraints of
law, the Midstream entity would employ
Alaska residents or contract with Alaska
businesses to the extent they are
available, ready, willing and qualified,
and competitively priced in that they
offer goods or services at atotal cost
equal to or less than the total cost of
equivalent goods or services offered by a
non-Alaska resident or business.
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From: Jerry Dewhurst

Sent: Wednesday, February 19, 2014 12:57 PM
TO: LIO Anchorage

Subject: sB 138

Dear Committee Members:

I encourage you to move forward toward building a pipeline which will provide Alaska natural
gas to Alaskans and if possible export it for profit elsewhere in the World.

Gerald Dewhurst
PO Box 242744

Anchorage, Ak 99524

Jerry Dewhurst

Office: 257-0113
RE/MAX Properties, Inc
110 W 38thAve #100

Anchorage AK 99503



International Union of Operating Engineers
LOCAL 302 « Washington and Alaska + AFL-CIO

Daren Konopaski, Business Manager and General Vice President
corey Baxter, District 8 Representative

February 19, 2014

Senate Resources Committee
Alaska State Senate

State Capitol, Room 205
Juneau, AK 99801

Re: SB 138 Alaska Gas Line

To Whom It May Concern:

The International Union of Operating Engineers Local 302 understands that SB 138 is a
very complicated bill with lots of details to work out and resolve.

We would like to take this opportunity to express our willingness to stand behind a
solution that protects the state’s interests and benefits Alaskan’s statewide.

With regard to that, we are interested in amending SB 138 to include PLA language,
originally provided in the Heads of Agreement document, to help ensure future
employment opportunites for Alaskan’s and their families.

Thank you for all of your continuing efforts to ensure that Alaska has a productive and
self-sustaining future.

Sincerely,

VIV ¢\

Corey Baxter —

District 8 Representative

International Union of Operating Engineers Local 302
9309 Glacier Hwy., Suite A-105

Juneau, AK 99801

(907)586-3850

(907)463-5464 (facsimile)

Kyle Brees, Financial Secretary « Sean Jeffries, President« Robert Peterson, Vice President
MAIN OFFICE: 18701 120th Avenue N.E. ¢ Bothell, Washington 98011-9514
Telephone: (425) 806-0302 « Toll-free: 1-800-521-8882 « Fax: (425) 806-0030
JUNEAU OFFICE: 9309 Glacier Hwy., Bldg. A-Suite 105 « Juneau, Alaska 99801
Telephone: (907) 586-3850 « Toll-free: 1-800-478-9551 « Fax: (907) 463-5464
Washington Branches: Bellingham =Silverdale =Ellensburg  Alaska Branches: Anchorage = Fairbanks «Juneau OMOCCBTEC



February 11,2014

Governor Sean Parnell
State of Alaska

P.0. Box 110001

Juneau, Alaska 99811-0001

Dear Governor Parnell;

As local government leaders, we are e_ncouragred by the prospect of construction of a
natural gas Rlpelme. We support continyed etforts toward completion of a successful
prOJect_gndtt e economic benefits it will bring to the State of Alaska, our communities and
our residents.

We would be remiss in our responsibilities, however, if we did not express our Prow!ng
concerns about the potential impacts to local governments.  Qur individua taxm%
structures and tax hases provide the revenues nécessary to pay for local governmen
services. In that_respect, we have become concerned “about the lack of information
Prowded to municipalities regardm({ the |mBacts of the ongoing negotiations, particularly
ocal government ‘concessions thal may be considered “during pending gas pipeline
negotiations with the North Slope producers.

The Heads of Agreement between the State of Alaska, North Slope producers and
TransCanada provides the parties will negotiate fiscal concessions befare undertaking an
additional study of a gas plgelme pro;]ect. The agreement states one of its purposes is to
reduce valuation disputes between the parties, and to ensure a healthy long-term ol
business. We are concerned that these terms might alter property taxes paid on existing
infrastructure, including that used in oil exploration, production and transportation. The
municipalities wish to be assured that the terms of a fiscal deal on the gas pipeline will not
Impact taxes on existing property.

We recoqmze,there may be a need for agreements on fiscal terms to help facilitate a
successful project. We are wﬂlmg to be party to such agreements provided that we have
the oppo,rtumt)( t0 parﬂuPate in the discussions and to negotiate ang agree to terms that
directly |mPac municipal tax sfructure and revenues. The terms of any agreement will
extend well beyond our tenure in elected office. We have a responsibility to understand
anal)(<ze and evaluate, in depth, the impacts and consequences as they relate to the State of
Alaska, our communities and residents - including future generations.



Governor Parnell Februall‘:}/ 10, 2014
State ofAlaska a9620f2

We have joined together in this effort, and are hopeful that Yo_u and ¥our_ administration
will not only engage in “consultation” with the municipalities, but will allow us to
meanmﬁfully participate. We look forward fo counting on your support and are hopeful
you will wark with us to ensure that municipalities affected by the gas pipeline directly
parﬂupatte in the discussions and negotiations on decisions that will impact our
communities.

Sincerely,

Mayor Luke Hopkins Mayor Mike Navarre
Fairbanks North Star Borough Kenai Peninsula Borough
Mayor Charlotte Brower Mayor Dave Cobb

North Slope Borough City of Valdez

Cc: House Speaker Mike Chenault,
Senate President Charlie Huggins



ConocoPhillips Alaska
Senate Resources Committee
SB138 - February 12, 2014

Madame Chair, members of the committee, for the record my name is Pat Flood. |
supervise the North Slope gas development team for ConocoPhillips in Anchorage.

ConocoPhillips appreciates the opportunity to testify today in support of SB138.

Last week | came before you to discuss the Heads of Agreement and said that
ConocoPhillips believes there are four key areas where it is important to get legislative
input to continue advancing the project as envisioned in the Heads of Agreement:

1. The state must decide that it wants to participate in the project.

2. The state needs to decide what share of the gas the state would have, which
would set the state’s participation share.

3. The legislature needs to define a production tax (taken as gas molecules), which,
with the existing state royalty (also taken as gas molecules) would provide the
state’s overall gas share that would support the state participation share.

4. The legislature needs to give the administration the necessary tools to
confidentially work through all the various arrangements and contracts required
to move the project ahead as is outlined in the Heads of Agreement.

We think that, overall, the proposed legislation, as general law, effectively addresses
these key areas.

In their sectional analysis this past Friday the administration broke the proposed
legislation into three groups of sections, the first group dealt with AGDC's scope,
powers and structure. The second group dealt with the DNR commissioner's powers
and duties with respect to contract negotiations and oil and gas leases; and the third
group dealt with the tax statutes.

In our testimony today we'll address our comments in the same three groups.

The first group of sections in the bill address AGDC and its potential role with regard to
an LNG project. ConocoPhillips supports AGDC managing the State's participation
share in an LNG project. We realize that there are ongoing legislative discussions
about the structure being proposed. Ultimately, the details of AGDC's structure and
authority are a decision for the state. We simply support AGDC as a viable way for the
state to participate in an LNG project.

The second group of sections in Title 38 relate to the DNR commissioner's flexibility with
respect to negotiating changes to the oil and gas leases from which gas could be



committed to a larger project, and for the myriad other agreements that would be
required in order to progress an LNG project and manage the state’s role in such a
project. The LNG business, as your consultants have told you, requires numerous
contracts covering nearly all the aspects of the value chain. For the state to effectively
participate in a large natural gas project, such as an LNG project, with other private co-
venturers the commissioners of both DNR and DOR need to be able to negotiate,
confidentially, the details of these many agreements in a way that doesn't compromise
the commercial positions.

We believe the commissioners need this authority in order for the state to effectively
participate in a project with other parties.

The final set of sections deals with the tax statutes in Title 43. These provisions set a
fixed gross value production tax at 10.5%, with the ability of the state to accept payment
of this tax in gas molecules. Effectively, the choice of the tax rate, when combined with
the existing royalty percentage, would set the state gas share for participation in a
natural gas project such as the LNG project contemplated in the Heads of Agreement.

ConocoPhillips does support the provisions that allow for a fixed gross production tax,
payable ingas. The 10.5% rate the administration has proposed yields a combined
royalty plus production tax in the range of the 20-25% that is in the Heads of
Agreement.. N

Overall, Madame Chair, ConocoPhillips supports the legislation, recognizing that it
contains some significant policy decisions the legislature needs to make when
contemplating the state’s role in a large natural gas project, including the LNG project
contemplated in the Heads of Agreement.

To the extent that we can help you by providing information or perspectives on those
issues we're happy to do so.

Thank you, Madame Chair, for the opportunity to testify today. We are available to try
to answer any questions you, or the committee, may have.



From: Jerry Dewhurst

Sent: Wednesday, February 19, 2014 12:57 PM
To: LIO Anchorage

Subject: SB 138

Dear Committee Members:

I encourage you to move forward toward building a pipeline which will provide Alaska natural
gas to Alaskans and if possible export it for profit elsewhere in the World.

Gerald Dewhurst
PO Box 242744

Anchorage, Ak 99524

Jerry Dewhurst

Office: 257-0113
RE/MAX Properties, Inc
110 W 38th Ave #100

Anchorage AK 99503



January 14,2014

HEADS OF AGREEMENT
By and Among

THE ADMINISTRATION OF
THE STATE OF ALASKA

ALASKA GASLINE
DEVELOPMENT CORPORATION

TRANSCANADA ALASKA DEVELOPMENT INC.
EXXONMOBIL ALASKA PRODUCTION INC.
CONOCOPHILLIPS ALASKA, INC.

BP EXPLORATION (ALASKA) INC.

FOR THE ALASKA LNG PROJECT
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Heads of Agreement January 14,2014

grll-(ljlgml-(l)lﬁéDS OF AGREEMENT is made this 14hday of January, 2014 (“Effective Date”) by

(1) The Administration of the State of Alaska, by and_through, the Commissioner of the
Department of Natural Resources (“DNR”) and the Commissioner of the Department of
Revenue (“Administration” or “Commissioners”);

(2) Alaska Gasline Development Corporation (“AGDC");
(3) TransCanada Alaska Development Inc. (“TADI”):

4)  ExxonMobil Alaska Production Inc. (“EMAP”):
ConocoPhillips Alaska, Inc. (“ConocoPhillips”); and
BP Exploration (Alaska) Inc. (“BP”).

Th? Administration, AGDC, TADI, EMAP, ConocoPhillips, and BP may _hereinafter he
collectively referred to as the “Parties” and. _segarately_as_a “Party”, |, EMAP
ConacaPhllips, and BP (and their respective Affiliatés participating in the’ Alaska LNG Project)
and AGDC are cqllectlvelcy_referred {0 as the AIas1kLF1I__ G Parties” and EMAP, ConocoPhi Ilﬁs
aB(ﬂo uPce$alggrtFe]§’l’r respective Upstream Alaska Affiliates) are collectively referred to as the

RECITALS

(A) Each of the Producer Parties owns natural %as _resou_rges on thde,A_Ia?ka North Slo(fe an(
each Producer Party has exploreg and pursued, indjvidually and jointly, various means of
bringing ANS natural gas to market in previous prol|ects, including theAlaska Natural Gas
Transportation ,S;(stem pr?gect, liquefied natural qas export ~projects, gas-to-liquids
conversion progec s, the Alaska Gas Producers Pipéline Team project, thé Denali” Gas
Pipeline project and the Alaska Pipeline Project.

(B) The Parties are currentl undertakin% work to evalyate a’ pro&ect 0 Rotentiall,y
commercialize ANS natural gas resources through the Alaska LNG Project (as tha term is
defined below). The A?m|n|strat|on and AGD beh?ve that the Alaska LNG Project may
provide an opportunity for AGDC to provide gas to Alaskans at the lowest possible'cost.

(C) InOctober 2011, in response to changed circumstances, mcludln? a substantial increase in
U.S. shale gas reserves in the Lower 48 states, Governor Parnell requested the Licensee
under the Alaska Gasline Inducement Act g‘_AGLA”% to work co0 eratwelx, with the
Producer Parties to evaluate the economic feasinility ot an LNG alternative, which would
include LNG e%<roort volumes and the opportunity. for deliveries of in-state gas, The
Licensee (an Affiliate of TADI) had previously (With an Affiliate of ExxonMobil) been
fA?r%ueSrelgar?rr]n gr ert'OJect to transport Alaska gasto Alberta for further delivery to North
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0

In JanuarX of 2012, the CEQs of ExxonMobil, BP and ConocoPhillips met with Governar
Parnell and on March 30, 2012, the CEQs Issued a letter informing the Gavernor of their
progress and planned actjvities in pursuit of an LNG export project utilizing ANS gas
resources, which would also provide the onortumty for In-state gas deliveries,"and noting
@ehlgnp?rkance of establishing appropriately structured and stablé fiscal arrangements (se@

xhibit [-A),
In Octoher of 2012, ExxonMobil, BP, ConocoPhillips and TADI informed the Governgr of
the significant earl}/, efforts tq grogress what is now known as the Alaska LNG Project,
Including the establishment of an mtegrated team with specialized skills to further pursue
and advance the work. -~ Numerous potential options to commercialize the ANS gas
resources were analyzed due to the complex nature of developmﬁ the vast ANS gas
resources. The letteralso described the challenges facing developmet of the Alaska LNG
Project and the need for a healthy, long-term 0l businéss, underpinned by a competitive
fiscal framework (see Exhibit I-B).

In February of 2013, the Producer Parties and TADI agreed on a concept for the potential
Alaska LNG Project and began to, undertake initial” Pre-FEED activities which IS an
|miﬁ)qrtant and sutstantial stan n maéqr p,rogect developments. Those Parties are currently
considering ramping up Pre-FEED activities (see Exhibit I-C).

The Alaska LNG Parties are currentIZ ne otiating commercial agreements for Pre-FEED to
move to the next phase of the Alaska L GProg ct based on thé concept development and
successful 2013 summer field season work performed by the Producer Parties and TADI.

Funding bY the State of Alaska (“State”) under AGIA has supported some ey activitjes
including the 2013 summer field Season.” Now that it is evident that an LNG, export project
along with the ogg_ortumty for in-statc dehverX of gasQ, rather than a pipeling to Alberta,
anatla, Is the le mgrcase to commercialize ANS Gas resources, the Administration, the
AGIA Licensee and “TADI have concluded that it is apé)ropnate to transition from the
AGIA license and to focus efforts on the Alaska LNG Project.

In 2013, the Le%islature assed and Governor Parnell signed legislation for AGDC to
pursue an in-staté gas 8|B ling, the Alaska Stand Alone Pipeline ("ASAP”) project. The
Administration and AGDC intend that AGDCS would participate in_the Aldska LNG
Project, and AGDC would establish membership on the board_of AGDCS which may
include the Commigsioners, to the extent permitted by law, The Administration also
Intends to seek funding for AGDC %)r AGDCS, when forme/qg pparu_upanon in the Alaska
G Project. | AGDC will also continue to pursue the ASAP project. AGDC and the
Alaska LNG Parties intend to cooperate with one another on technical and engineering
matters to achieve efficiencies and share technical data to effectively manage resources.

The Algska LNG Parties wish to ramp uf),the Pre-FEED phase of the Alaska LNG Progect,

which 1S estimated to cost over $400 million, but are seeking understandings with the State
concerning the State’s and the Producer Parties’ desire for State participation in the Alaska
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LNG Project, consistent with certain fiscal and commercial principles described in this
HOA, Prlo_r t0 ramping L}B the Pre-FEED phase. Slmllarlg, the Administration is seeking
understandings from the Alaska LNG Parties to advance the Alaska LNG Project,

(K) The Administration has determined that State participation in the Alaska LNG Prol_ect
could yield mgmﬂ,cant overall benefits for the State, The Parties recognize that enabljn
Ie?|sla jon to facilitate State B?mmpatlon in advancing an LNG export™project to develo
Allaska gas resources 15 desiranle.

(L) I\he P(o ucer Parties and the dmir]isération have developed [%uiding jecti ?s t% é)roPress

the Alaska LNG Project, which include creating an environnient to” (aJ enaole the Alaska

G Project to be completed in an expedited ‘and reasonable fashion; gb) maximize the

value of ANS resources to the State, Producer Parties and other stakehiolders; and (c)
expand the contribution of ANS resource development to Alaska’s economic growth,

(M) The Parties have entered into discussions as to how they may cooperate with each other to
jointly Pursue the Alaska LNG Project. Accordingly, this HOA establishes certain gwdm(%
principles and understandings to suPport advancement of the Alaska LNG Project and tha
would lead to important comimercial and operating arrangements between the Parties.

NOW, THEREFORE, the Parties agree as follows:

ARTICLE 1: DEFINITIONS

L1 «affiliate” Means,

2 In relation to TADL or a Producer Party, any company, corporation, partnership or
ngeerrr eIgg{al enﬂ;yc Sln this gefinition, each such entlFt)y Xnd ea%h Party gre sometlrrJnes

0 as a “Company”), that:
(i) Isdirectly or indirectly owned or controlled by such Party;
(if) Directly or indirectly owns or controls such Party; or

i) 1s directly.or. indjrectly, owned or controlled by a Company that also,
i dslrectly o}/indirect Y, co%troigsuch Party; and ) .

b. Inrelation to AGDC, those State entities that otherwise meet the requirements of the
definition abave, when actmﬂ only in the State’s proprietary capacity, including other
Independent State corporatiofs.

For the purpose of this definition, a Company is directly owned or controlled by another
Company that owns or controls shares or other interests carrymg in the aggregate mofe than 50
[f)_ercent f the voting rights exercisable at a general, shareholdgrs, or members meeting of the
irst-mentioned Company, or the right to appoint or dismiss a majority of the directors théreof, or
the power to direct or cause the direction of the management or policies through the ownership
of securities, by contract or otherwise. A Company is indirectly owned or”controlled by a
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Company or Companies (the “parent Company or Companies”) if a series of C_om[)anles can e
scpecn‘le , beglnnlng with the é)arent ComEany or Companl?]s and endlnr% with the particular
Com anly, soTelated that each Company of the Series, except the parent Company or Companies,
is directy controlled by one or more ofthe Companies in the series.

12 “acpc’means the Alaska Gasline Development Corporation as set forth in AS 31.25.

13, “agpcs? means a wholly-owned subsidiary of AGDC to be formed for the specific
purpose of participating in the Alaska LNG Project.

14 “Alaska LNG_Project” Means coIIectiveIIy, the prog'ect components consisting of the
LNG Plant, the G,as_PHoeI_me, the Gas Treatment Pfant, the PBU Gas Transmission Line and the
PTU Gas Transmission Line,

15, “Alaska North slope” OF “Ans~ means that part of Alaska that lies north of 68 degrees
North latitucle.

16.  “Epablin islation” Means leqislation enacted by the Alaska Legislature that has
become Ié]‘l‘ggtlivegasL f)?oilli?jtea INAS 01.10.%70, and that at a m%mum: ’

& Provides for a confidential rngocess that would allow the Administration to rEJartl_cnqoate
In geveloping terms for contracts associated with a project, including but not limited
to (1) gr,OJec -enablmrg contracts, which contracts are su Aect to subse(iuent legislative
ratificatjon, (2) the front-end engmegrmg and design work agreements and (3) other

project implementation contracts; an

b. Allows for contract terms which could include terms that address: State aEartmpatlon;
a State share of gas (royalty in kind and _?as In lieu of production taxes); property
taxes; upstream Costs and “lease expenditures; in-state gas deliveries, _ownershlﬁ
Interests, oPeratm(T; a%reementS' 0as treatm?nt, transportation, and liquefactio
services' agreements; State LNG or gas sales; contracts; contract duration and
durability; Eerlodu: rcﬂect re ortmg; laska hire; Alaska, contracting; and other
terms necessary to advance projects to commercialize Alaska’s natural gas resources.

17, «reepz means a front-end engineering and basic engineering design study,
which, without limitation, would include the following:

a Sufficiently detailed basic enqineering packages for the components of the Alaska
LNG Proaect and a contracting strat_egx {0 enable contractor bidding for the
Engineering, Procurement and Construction (“EPC”) contracts;

b. Aresourcing, commissioning and start-up plan;

C. TPt}g_giCr{aIization of the key project agreements required to implement the Alaska LNG
Ject;

d. Atechnical and commercial definition ofthe Alaska LNG Project;
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e Adetailed update of the Alaska LNG Project egonomics, financir%fg and commercial
assuml[TJ]tmns Including an updated estimate of capital costs sufficient for a final
Investment decision;

f ér gjlggtl assessment of environmental, social and health impacts of the Alaska LNG

Long-lead procurement activities;

h.  Other activities n,ecessaP/ to enable a final investment decision. to be taken by the
g‘nlgska LNG Parties such as but not limited to financing, permitting and registration;

.. The bidding and internal selection of EPC contractors, as applicable.
The detailed work plan and deliverables of FEED will be developed during Pre-FEED.

18 “FEED Agreement Means the agreement or agreements under which FEED would be
undertaken for the Alaska LNG Project.

19 «rerc~ means the Federal Energy Regulatory Commission.

110.. “cas pipeline” means the Alaska LNG Proi]ect component cansisting of a main natural
ﬂ$s pipeline from the outlet flange of the GTP on the Alaska North Slope to'the inlet flange of
e LNG, Plant, mcludmgluthe structures, equipment, underlying, land rights and all Other

associated systems, but excluding any other gas pipelines taking gas from any Offtake Point.,

111, “Gas Treatment Plant” OF “cTP> means the Alaska LNG Project comPonent consLstmg
of facilities, miludln the structures, equipment, underl In[% land rlgGhsand all gther associate
%yrstems and related dctivities to receive natural gas from the PBU Gas Transmission Line, the
U Gas Transmission Line, or other facilitigs, treat the natural gas to pipeljne guallty
specificatigns, dISpOf,e of or delivey bsy-products, defiver liquid™ products for farther
transportation, and deliver treated natural gas for transportation through the Gas Pipeline.

112, “Hoa » means this Heads of Agreement, including its Recitals and Appendix A
113, *nitial Project Term~ has the meaning provided in Section 9.2
114, soining Party” has the meaning provided in Section 136.

115, “Licensee” means, collectively, TransCanada Alaska Company, LLC, a Delaware
limited liability company, and Foothills Pipe Lines Ltd.

116, ~Lnc~ means any hydrocarbon or mixture of hydrocarbons consisting predominantly of

methane In a liguid state at or below its boiling point at a pressure of approximately ‘one
atmosphere. 1 af d P Y

Page 6



Heads of Agreement January 14,2014

117, “Lng prant means the Alaska LNG Project component conmstmq of an LNG plant
facility, including the structures, equipment, underlylntl; land rlghts and dll other assqclated
systerps, for Ipre-proc,essm and liquefaction of naturaf. gas, and storage and off-loading of
liquefied natural gas, including terminal facilities and auxiliary marine vessels.

118, “mou has the meaning provided in Section 54.
119, “NGA section 3~ has the meaning provided in Section 6.1,
120. “offtake Point(s)" has the meaning provided in Section 6.5,

121, “PBU Gas Transmission Line” Means the Alaska LNG Project component con3|st|n%of
a natural gas transmission Jine from the outlet fIange of the Prudhoe BaR/ Unit Central Gas
FaC|I|tP/ t% he inlet flan%e of the GTP including the structures, equipment, uriderlying land rights
and all other associated Systems.

1.22. «p1L T means a payment in lieu of property tax as set forth in Section 9.3.1 a

123 “pre-reED” means pre-front-end engmeermg and de3|gn work and activities on the
approved concept in preparation for FEED for the Alaska LNG Project, including technical and
execution studies and optimization and FEED / EPC Invitation to ténder development including
sufficient design detail and environmental field work to support FERC applications and filings.

124 “PTU Gas Transmission Line” Means the Alaska LNG Pr%ect component consisting of
a natural gas fransmission Jine from the ouytlet flange of the Pojnt Thomson Uit i)roduc on
famhp( to The inlet flange ofthe GTP including the structures, equipment, underlying land rights
and all other associated systems.

125 ~rik> means royalty in kind as provided in Section 8.1.1.
126, =riv>means royalty in value as provided in Section 8.1.1,

127, state Gas share” means, collectively, the State’s share of RIK gas and Tax as Gas as
provided in Section 8.3,

128, “Taxas Gas” or “TAG" has the meaning provided in Section 8.2

129, “Transfer” me?ns any sale, assi%]n_ment, contribution or othﬁr diﬂ)ositio,n (ag bg/ an
Alaska LNG Party of all or part of Its part upatmg Interests in the Alaska LNG. Project or (0) by
an Alaska LNG artﬁ or its Affiliates of all or par{ of its rights and obligations in any ANS leas
from which gas would be lproduced into the Alaska LNG Project, t0 a transferee (including
without limitdtion by merger or consolidation).

130, “Transmission Lines” means the Alaska LNG Pr_(H'ect components consisting of the PBU
Gas Transmission Line and the PTU Gas Transmission Line.
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ARTICLE 2: PRINCIPLES

21 This HOA sets out the Emdeg (g)_rmmples_ uBon which the Parties wish to il)rogress_ work
for evaluation of the Alaska CNG Pr Aect. It Is Understood and aﬁreed that If the Legislature
passes Enabling Le?|sl_at|on that 15 acceptable to the Parties, the Parties would negotiate
contracts, whicf would |,nc0|Porate the Pr,muﬁles contained In Articles 5 through 12. In enterm%
into this HOA, 1t Is the intent of the Parties that this HOA provide Alaskans with a roadmap fo

now the Parties intena to advance the Alaska LNG Project.

ARTICLE 3: BENEFITS OF THE ALASKA LNG PROJECT

31 Asuccessful Alaska LNG Project would Brovide substantial benefits to the State, Alaska
LNG Parties, and other stakeholders, including, but not limited to:

a. The opportunity for competitively priced, reliable in-state gas supply;

b.  Commercialization of ANS gas resources through the sale of LNG toglobal markets
and access for in-state gas demand;

C. Creatin% {'_obs for Alaskans in the exploration, development, production and
transportation of natural gas;

d.  Increased opportunities for Alaska-based contractors;

e.  Additional revenues to the State and Alaska LNG Parties; and

f. Infrastructure for development of onshore and offshore state and federal lands to

enhance Alaska oil and das exploration and production opportunities for the Producer
Parties and other explorers and producers.

ARTICLE 4: ALASKA LNG PROJECT WORK

41  Execution of the Alaska LNG Pro]nect involves a phased development process. To date
one.or more of the Alaska LNG Parties nave accomplished certain work, and the Alaska LNG
ProHect IS poised to ramp uP the Pre-FEED pha?e. The %ug)os,e of Pre-FEED is o g)rogr_ess
technical work that would P ovide each of the Alaska LNG Parties with sufficient information
for evaluating the technical, cost and schedule aspects of the Alaska LNG Project. The Pre-
FEED. work,”when used with other information regardlntg the commercial, legal ec_?noml_c
financial markeﬂr&g, timing and other necessary aspécts ofthe Alaska LNG Project, will assist
the Alaska LNG Parties i determining how {0 proceed with the phased r?Je_ct development
DroCess, mcluquwhethertoproceedtothe FEED phase of the Alaska LNG Project. The FEED
ﬁ?ase would involve the experg‘tli:ltur”e of billions of dollars to progress the Alaska LNG Project to

e final investment decision (“FED”).

4.2 Subject to the Alaska LNG Parties executinﬁ a new commercial agreement for ramping
up Pre-FEED work, the Alaska LNG Parties will continue that work™through completion,
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provided Enabling Legislation acceptable to the Parties is passed and other supgort referenced in

Article 10 is maintained or progressed. The Pre-FEED work Is expected 0 ramp up In the

second_quarter of 2014, and IS anticipated to take between 18 and 24 months to complete, with a

determination on proceeding to the FEED Bhase expected to occur within, approximately 36

months after ramp up of Pre-FEED. During Pre-FEED, the Alaska LNG Parties will continde to

Phrg\gdgl_zegular laska LNG Project updates to the Administration, the Alaska Legislature and
ublic.

43 . Upon co_mgletion of Pre-FEED deljverables for the Alaska LNG Project, the Alaska LNG
Parties will decide whether to proceed with FEED for the Alaska LNG Project. Each Alaska
LNG Party will make that decision in its sole discretion.

44 A decision by the Alaska LNG Parties to advance the Alaska LNG Project to FEED s
subject to, among otfer things:

a. Enabling Legislation and other laws and_regulations of the State to advance the
tAhIIgsh% AI_\IG roject, including necessary fiscal and commercial terms as set forth in

b.  Approval by the management or approving authority of the Parties, as applicable;

¢.  Determination of Alaska LNG Project component sizing, gas quality specifications,
and expansion terms; and

d. Execution of contracts as contemplated by Section 7.4, as well as gas, treatment
}&%r;gg%é%ttmn and liquefaction services agreements, and'the execution of the FEED

45 During the Pre-FEED phase, each of the Producer Parties and the State would initiate
{Jrehmmar_y, individual LNG or gas sales or sh|len efforts. During the FEED phase, each of
hose Parties would seek to execute individual LNG (%r 0as) sales and"Shipping agreements.

4.6  During the Pre-FEED phase, the Parties would work to develop mutually aqreeable as
offtake and balancing agreements to facilitate %as offtake by each of the Parties with regardto
theft rights to capacity i the Alaska LNG Project.

ARTICLE 5; STATE PARTICIPATION IN THE PROJECT

51 The Administration has determined that State participation in the Alaska LNG Project
could yield significant overall benefits for the State, including;

a. Protecting the State’s mineral interests and maximizing the value of its resources;
b Improving alignment of interests between the State and the Producer Parties;
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¢ Transparency for the Administration (when acting in its proprietary capacity in
regards to ‘the State Gas Share, and with relevant confidentiality protections)
regardmg the Alaska LNG Project;

Access and pro-expansion principles for the Alaska LNG Project;
Creating an opportunity for delivering gas to Alaskans;
An opportunity for additional State revenues; and

%?gt%cing valuation and other potential disputes between the Producer Parties and the

5.2 The Producer Parties believe that State participation_in key aspects of the Alaska LNG
Project, including its investment and sharing of ther costs, in balance with a share of %as from

e Alaska LNG Project, is a S|gn|f|cant enabler of a successful project of that Size and
%%T lexny. Accordirigly, the Producer Parties support State participation in the Alaska LNG

53 Subject fo the ,Eassage of Enablmp | egislation. and execution_ of rOJect-enabImg

contracts, Including satisfactory arrangements for d|sgosmon_ of the_ State’s share of LNG, th

State would participate in the Alaska CNG Project at a participating interest share in_the Alaska
G, Pr%Ject components consistent with the State Gas Share n those components. The Parties

%Bgc%%atz : &he State’s participating interest share in each component would be approximately
0 0.

5.4 The Adminjstration intends to enter into PijeCI implementation agreements with one or
more parties fo hold the State’s participating interest in the_AIa%ka LNG Project, which could
iInclude TADI and AGDC, recognizing that the Administration has entered 8 memorandum of
understanding F“MOU”) with TADI and. certain of its Affiliates. The Administration, with the
concurrence “of TAD] ‘and certain of its” Affiliates. plans on publicly releasing the MOU
contemporaneously with the public release of this HOA.

55  During the Pre-FEED phase, the Producer Parties, TADI, and AGDC (including
representatives of the Administration when those representatives are acting in a_proprietary
capac_|t¥ In regard to the State Gas Share, and with relevant configentiality protections) would
negotiate in gdod faith to enter into the a’l\?reements for FEED for the Alaska LNG Project. To
support thosé neqoﬂahons the Alaska LNG_Parties would [prowde for reasonable disclosure of
information related to the, State’s participating interest i the Alaska LNG Project to
representatives of the Administration when those representatives are acting in a proprietary
capacity In regard to the State Gas Share, and with relevant confidentiality protections.

5.6 The Alaska LNG Parties support the principle of providing access to information related
o the components of the A?_aska Ll\% Proljech M)uch that Alaskg LNG Party has an ownershi

interest or, prior to ownership being established apammpatmg Interest. With respect to AGDC,
access 1o information would include access for'those représentatives of the Administration
assoclated with AGDC when those representatives are acting in a propneta%_capa(:lty in regard
to the State Gas Share, and with relevant confidentiality protections. Disclosure of Such
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information would be in accordance with applicable law, subject to relevant confidentiality
Protectlons and sufficient to allow each Alaska LNG Party to megt its reasonable business needs
ncluding obligations to customers, in respect of the Afaska LNG, Project. The Alaska LNG
Partjes Would negotiate in good faith to implement these principles in subsequent project
Implementation agreements.

ARTICLE 6: REGULATORY FRAMEWORK, ACCESS AND EXPANSION

6.1  The Parties have discussed a tailored re%ulatorly framework for the Alaska LNG Project
under Section 3 of the Natural Gas Act, 15 US.C, %7 70 (“NGA Section 37), and recognize'the
availability of this framework to meet the needs of all Parties.

6.2 During Pre-FEED, the Alaska LNG Project will be advanced uncer NGA Section 3,
6.3 Access and Pro-Expansion Principles.

a. The Parties will advance development of a commercial structure that is consistent
with the regulatory framework.

b.  AGDC and TADI shares of capacity in the Alaska LNG Pro%ect components would

be owned and operated, in whole of in part, on terms that would provide access for
thwd-games, for both In-state and export volumes. These access terms would be
Sﬁ%%'lp?ee? by the State, AGDC and TADI and would utilize contract carriage

¢.  Each Producer Party’s individual ca ac_itY in the Alaska LNG Project components
would be owned and operated on aproprietary basis.

d. The Parties would jointly develop acceptable terms regarding firewalls and FERC
adjudication, where appropriate.

e. Expansion terms consistent with the “Pro-Expansion Principles” set forth in
Appendix A would also be agreed by the Parties.

6.4 Priorto entering FEED, the following will be pursued in interactions with the FERC:
a  The Parties will suPTport, including holding discussions (as permitted R}/ FERC r,ules%
with the FERC statf regarding théapplication and implementation of NGA Section
to the Alaska LNG Project.

b.  Based on those discussions, the Parties will meet to consider the joint filing of a
petition for declaratory order with FERC to confirm these principles.

Each Party must be satisfied with the commercial terms and regulatory framework prior to the
execution'ofthe FEED Agreement for the Alaska LNG Project.
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6.5 To assist in addressing in-state gas demand, the Alaska LNG Project would include at
|east five in-stafe offtake é)omts S‘Oﬁta e Pomt(ﬁ’ , With the speﬁmc locations degermined b
the Administration in congultation with AGDC. An§ Party maP( deliver gas to an Offtake Paint.
Any facilities taklnlg gas from an Offtake Point, inc udln? facifities assoCiated with odorizagion,
reguction of gas pressure, or control of g}as heating valte or gas qu,ahg are not éPa_rt of the
Alaska LNG Project and would need to be Tunded, installed and maintained by third parties.

6.6  Thirg-party gas to be delivered intg any component of the Alaska LNG Project must meet
the gas quality specifications of the applicable Alaska LNG Project component, and must not
gggjeergtelf%cﬁﬁ?ecst the cost of service, technical aspects or LNG éuahty from the Alaska LNG

ARTICLE 7: GENERAL ENABLING LEGISLATION

11 Alqnment amon? parties is critical to the success of a project of the scope and magnitude
necessary 10 develop Afaska (I;a_s resources, General Ieglslatlon to allow State parﬂmfpa lon.and
%as share in any such grOJec Is critical for the progréssion and implementation of a Progect.

e;l)endlng on the scope, size and other factors assogiated with a particular ;)rOJect, the level of
State participation may vary. For PijeCtS that qualify under the general law, a mechanism to
provide project-enabling terms would be needed.

1.2 To facilitate Alaska gas development and helF advance the Alaska LNG Project and qther
qualifying p_ro*ects, the Administration will submit proposed general legislation to the Alaska
Legisfature in the 2014 regular legislative session to:

a Eﬁ(tjaglish terms for State participation and State gas share consistent with Articles 5, 8

b Provide for a confidential process, subgect 0 éubsequent legislative ratification, to
develop terms for project-enabling contracts; an

¢.  Allow for inclusion of contract terms which could include and address: State
articipation; a State share of gas (royalty in kind and _([Jas In ligu of production taxes):
rope K taxes; uPstream costs “and fease expenditures; in-state gas deliveres,
ip interests; operatm% aPreements; as treatment, transportation, and
liquefaction services agreement  State LNG or gas sales contracts; contract duratjon
and durability; erlo(?l project re ortlng; Alaska hire: Alaska contracting; and other
terms necessary to advance E)ijeC s to commercialize Alaska’s natural gas resources.

1.3 During the term of the HOA, and to the extent [iermitted,by |aw, each Party _atI;re_es 0
include ang supﬁort the provisions of Articles 5throuigh 2 Inclusive, in any future légistation or
contractual arrangements that could apply to the Alaska LNG Project,

74 Depending on the enactment of Enabling Legislation acceptable to the Parties, the
Administratign and t‘le Alaska LNG Parties WouLd lise.commercgflw reasonable efforts to
negotiate project-enabling contracts consistent with that legislation and this HOA.

OWNEFS
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.5 The Administration will submit to the Alaska I__e(I;ls_Iature, and the Parties will support, to
the extent permitted by law qu|slat|on in a 2015, legisfative session to ratify any Alaska LNG
Project-enabling contracts developed by the Parties ‘Under the process authorizéd in the 2014
Iedq}slatmn an addr?ss any other miatters the Parties mutually agree are necessary for
advancement of the Alaska LNG Project.

7,% The dminiftration ﬁeco niz?s that pré)jects rogosed nder the n%;eneral law will have
ditferent needs, reflecting the complexity and magnitude of the Investments required for the
project, and that the correSponding duration of any stich project contracts may vary.

ARTICLE 8: ROYALTIES AND PRODUCTION TAXES
81  Royalty.

8.1.1 Alaska law, as set forth in AS 38.05.182(;:2, rovides that “roYaIties on oil and gas
shall be taken in kind unless the commissioner determines that the taking in moriey
would be in the best Interest of the state.” Thus, absent a finding b%/ the
Commissioner of DNR that the taking of Ifs royalty in money (commonly referred
t0 as roryalt In value, or “RIV”Q forroyalties generated as a result of the Alaska
LNG Project would be in the best interest of the State, the royalties generated as a
result of the Alaska LNG Project must be taken in kind (“RIK’

8.12 The November 2013 “Alaska North Slope RoKaIt Stuay”. erformedtg,BIac,k_&
Veatch “Rogalty_ Study’2 at the direction of the Commissioner of DNR identifies
several poteritial issues r Iatlng to the State taking RIK Tor an LNG export project
Including the State's current lack of LNG marketing expertise.

8.1.3 Subg'ect tq the assage of Enabling Legislation and execution of progect-enablin

CL(I)\rI] Grgacts Including satisfactory arrangements for disposition of the State’s share 0

8.1.3.1 The State will take as RIK the full royalty Percenta?e k)ermitted undler the
|eases from which gas will be produced nto the Afaska LNG Project for
the Initial Project Térm,

8.1.3.2 At least 36 months prior to the expiration of the Initial Project Term, the
State will provide the Producer Parties advance written notice of any
intention to elect to receive RIV, which election could only take eff?ct
after the Initial Project Term. Ifthe State S0 elects to_receive its royalty
share in value a any time after the Initial Project Term, the relévarit
parties will need to a?ree on the terms for royalty vajuation and
correipondm Impacts, 1Tany, on the ownership in and capacty access to
the Alaska LNG Project components.

8.1.3.3 The State and Producer Parties, will modify any sliding scale royalty and
net profits share royalty provisions in Stat8 leases from which gas will be
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produced into the Alaska LNG Project to provide for a_fixed percentage
royalty and the State will take as RIK as provided in Section 8.1.3.1.

8.2 Gas Production Tax. With regard to gas Prod_uction taxes, which, assuming Enabling
Leglslanon is enacted, could be taken by the™State either in cash or as gas (the [atter hein
reférred to herein as “Tax_as Gas” or “TAG”), and subject to Section §.1.31 and execution 0
ggpﬂ?\lcglenablmg contracts including satisfactory arrangements for disposition of the State's share

821 Forthe Alaska LNG Project contemplated. under this HOA, the %tFte will J)row_de
each Producer Party with'the right to'exercise a one time, Irrevocable election, with
N0_sunset requirement, to make ross gas production tax payments that are egual 0
a fixed percentage of that Producer Party’s taxable gas. ~Each Producer Party’s

f|xe% percentagg %as Ba ments will be made in lieu of the EProductmn tax payments

due by that Produter Party on gas produced under Alaska law.

8.22 Upon an election b}/ a Producer Party under Section 8.2.1, the State will receive a
fixed percentage of that Producer Party’s gas at a fixed rate of its taxable %as,
deljvered t% the State at %agh dellverr mpomt Into a Transmission Ling. The Parties
anticipate that TAG would be approximately /% to 13%.

823 The TA% would t%f structured to allow the gas volumes to remain bookable as
reserves by the Producer Parties.

83  State Gas Share

831 All RIK gas and TAG provided by the Producer Parties and received by the State,
coll?cnvel “State (s Shélgfj will. be delivered with custody and title

ansferring'to the State at the delivery point into a Transmission Ling.

8.32 The State will be responsible for disposition of the State Gas Share beyond the
delivery points, including the State share of LNG made from the State Gas Share.

8.3.3 Consistent with advice from antitrust counsel, the Producer Parties are willing, in
congunctlon with a fiscal arrangement for an Alaska LNG Proaect uncer whicti the
State has a State Gas Share, to qree that each Producer Party, If asked b)( the State,
would offer to negotiate separdtely with the Stale in goo faith to enter into an
agreement with thé State reqarding the purchase or other disposition of a portion of
the LNG that 1s made fromthe State’s deliveries of natural gas to the Alaska LNG
Project, with each Producer Party negotiating a potential agreement re%ardln the
Burchase or other disposjtion of a gom n fha eguals or “exceeds that Producer

arty’s respective proportionate share of the total of the Producer Party’s capacities

El.e., exclusive of Hhe capam% owned or used by the State) in thé LNG Plant

omponent of the Alaska LNG Project.
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ARTICLE 9: OTHER PROJECT-ENABLING TERMS

91 AIi_?nment of the Parties is critical to the success of an LNG export project of this scope
and ma%m ude. Alaska LNG Pro#ect fiscal terms are based on the pri aﬂle of a fair and
transparent halance of risk and reward.

9.2 . Project-enabling contracts negotiated between the Parties will need to be of sufficient
duration to sucpport investment decisions of the Alaska |NG Parties, to 8erm|t realization of a
competitive ecopomic return, to enable necessary financing, and to support gas and LNG sales

agreements (*Initial Project Term”),

9.3 The Parties intend that the following fiscal terms, subject to them being commerciall
%?&e Cttable to all Parties, wou?d be included in the prOJect-enabli ng contracts ?or tﬂe Alaska N(};(

9.3.1 Subjectto consultation by the Administration with local governments:

a. Payments in lieu of property tax (“PILT") would be paid by the Alaska LNG
Parties on each component of the Alaska LNG ProIJect. For the Alaska LNG
Project, the PILTs would be on a unit rate per th ou?hput basis (e.g., cents
per” thousand cubic feet, etCB and could be level or escalating dollar
payments for the Alaska LNG Project components.

b.  The Parties would establish a series of impact payments to be paid by th
Alaska LNG Parties to help offset increased servicé and other costs borne b
thr%j eScttate and local governments during construction of the Alaska LN

9.32 Other terms that the Parties mag mutyally agree_ are necessary to support a
commerchall%/ viable q#almed projéct, including grovmons to make the contractual
terms predictable and duradle.

€

ARTICLE 10: ADDITIONAL STATE SUPPORT FOR THE ALASKA LNG PROJECT

101 The Administration acknowledges that State support for the Alaska LNG Pr(gect 1S
neeqed_m number of?reas to progress a successful Alaska LNG Project. These include, but are
not limited to, support Tor;

a Use of eminent domain rights to facjlitate implementation of the Alaska LNG Project
design, permitting, financing, funding apEJr val, construction and operation of the
'nAelgeSs s?ak/NG Project, including drafting, introducing and supporting legislation where

b. Any DOE export license application and any related DOE regulatory process for the
Aldska LNG Bro}ect; P Y guiatory p
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D

A(ppropriations and germitting for the constructjon of necessary in-state infrastructure
€.0., 10ads, bridges), including drafting, introducing and supporting legislation;

d. Other local, State and federal permitting requirements for the Alaska LNG Project;
e Ahealthy, long-term oil business; and

f. Other areas, includin d_raftmg introgucing and _enac_tm% legislation in the 2015
leqislative session to Clarify, Stte re?ul,atory authority, 1f aid to the extentrequired to
effect the Alaska LNG Project regulation provided in Article 6 (e.q., amendment of
the Alaska nght-of-Wa L'easing"Act to adaress common carrier pipeline and other
requirements, It required).

ARTICLE 11 ALASKA HIRE AND CONTENT

111 Forthe Alaska LNG Project, the Alaska LNG Parties will, within the constraints of law.

Em l'OY Alaska residents and,(iontract with Alaska husinesses to the extent they are
qualified, avatlable, ready, willing, and cost competitive;

b Use, as far as ifs practicaleoti(centers anﬁi associated services operated by the State
Department of Lanor and Workforce Development;

C. Particigate with_ the State Department of Labor and Workforce Development to
update the training plan for an LNG export project including marine operations;

d. Advertise for available positions locally and use, as far as practicable, Alaska job
Service organizations to%oufy the A?asl%la pu%hc; anaif P J

e. Work with the State Department of Labor and Workforce Development and other
organizations to provide training.

2 Prior to construction, the Alaska LNG Parties commit to negotiate in good faith project
fg%or agreements for the Alaska LNG Proll'ect. v ’ o

QD

ARTICLE 12: OTHER UNDERSTANDINGS

121 The Parties recognize that this HOA does not address all of the matters that must be dealt

with or all of the terms and conditions needed to finalize pro(j)ect-enablmg contracts among the

Parties concerning a potential project. The Parties intend to work to,tIJ,ether and use commercially

Eeaar%%r;able effortsto reach agreement on additional terms and conditions acceptable to all of the
IeS.

122 In addition, the Parties will reasonably support cooperation between the Alaska LNG

PrOﬁct and the ASAP proIJect on a technical 1gmol, engineering basis so the State’s options to
connect the ANS gas resource to Alaskans are e f|C|entR/ progressed.
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ARTICLE 13: MISCELLANEQUS
131, Term and Termination
2 This HOA will become effective as of the Effective Date.

b.  This HOA terminates December 31, 2015, unless extended by mutual agreement of
the Parties,

132, Amendment and Modification

No_amendment, modification, suPpIement or variation of this HOA will be effective unless in
writing and signed by or on behalf of each Party.

133, Survival

The provisions of Articles _l(chefinition_sQ and 13 (Miscellaneous) will continue in full force and
effect notwithstanding termination of this HOA,

134, No Liability or Damages

134.1. Nathing in this HOA requires any Party to reach oy execute any legally binding or
enforceable a reement(% or t réfrain from en agmg In any blsiness whatsoever,
rlll% Adoes any Party haveany liability in connection With the subject matter of this

1342, No Party is liable to any other Party or its Affiliates, officers, employees. or
agents, or an%/ direct, .indirect, specjal, incidental, conse%u_ennal or punitive
damages or otherwise liable for any loss of actual or potential profits, loss of
Pr,oducnon,or business mterruf[]mon arising out of or In any way connected with
his HOA, including any breach of the terns of this HOA.

135, Governing Law

The IaW? of the State of Alaska, without gi,ving effect to its conflicts of laws, rinc‘!{)les, will
govern all questions concerning the construction, validity and interpretation of this HOA.

136, Transfer and Joinder
Ifan Alaska LNG Party, or its Affiliate, makes a Transfer during the term of this HOA, then the
transferee (“‘Jomm Party”) may join as a Party to this HOA by executmgha Written Instrument

acceptahle to the Parties.” A Joining Party is considered both an Alaska LNG Party and a Party
under this HOA.
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13.7. Counterparts
This HOA ma% be executed in any number (if counterp?]rts and this has the same effect as if the
e HOA.

signatures on the counterparts were on a single copy oft
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Heads of Agreement January 14,2014

IN WITNESS WHEREOF, the Parties caused this, HOA to he executed by their duly authorized
representafives on the date below their respective signatures but effective on the Effective Date.

State of Alaska Department of Natural Resources

By:.

PrinteeTName; AAh
Title: 0JV tvV N

Date: 1

State

By:

Printed Name:

Title: ojfrtu U s6lk>nU *

Date:  i/lviggly

AlasRiTGasline Development Corporation
bl
Printed Name:
Title; frg
Date: /- [*/]. | fl

TransCanada Alaska Development Inc.
By:
Printed Name:
Title:
Date:

By.
Printed Name:
Title:
Date:
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IN WITNESS WHEREQF, the Parties caused this, HOA to be executed by their duly authorized
representatives on the date below their respective signatures but effective dn the Effective Date.

State of Alaska Department of Natural Resources
By:
Printed Name:
Title:
Date:

State of Alaska Department of Revenue
By:
Printed Name:
Title:
Date:

Alaska Gasline Development Corporation
By:
Printed Name:
Title:
Date:

TransCanada Alaska Development Inc.

By:

Printed Name: Tow | P'tYirwef"
Title:

Date. 2 H,

By

Printed Naira&nnie C. Belecki
Titl, Assistant Secretary

Date:



Heads of Agreement
Exxonvbll A ;aProcction e

Printed Name:
Title:
Date:

ConoooPhillips Alaska, Ic.
By:
Printed Name:
Title:
Date:

BP Exploration (Alaska) Inc
By:
Printed Name:
Title:
Date:

Page 20
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Heads of Agreement

ExxonMobil Alaska Production Inc.
By:

Prihted Name:
Title:
Date:

ConacoPhillips AigsKa, Inc.

Bv. N/, =

Printed Name:  ~weyniA~6P\W " [bVI
Title: fegSlcjgnV

Date:

BP Exploration (Alaska) Inc.
By:
Printed Name:
Title:
Date:

Page 20
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Heads of Agreement

ExxonMobil Alaska Production Inc.
By:
Printed Name:
Title:
Date:

ConocoPhillips Alaska, Inc.
By:
Printed Name:
Title:
Date:

BP Exploratio]

By:.

P’y

Title: President

Date: January 14. 2014

Page 20
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The followin
principles ap

Al Alaska LNG Project Expansion. The potential expansion of an
Alaska NG I?rOJect,gechud_m the modification of an installed A
liquefaction train, or |

Appendix A
Pro-Expansion Principles

rinciples are for the Alﬁska LNG Project requlated under NGA Section 3. These
8I§ to any component of the Alaska LNG Project

Y companent of the
aska LNG Project
stallation” of a new liguefaction train) would be addressed in“the

agreements to be developed during Pre-FEED, reflecting the following principles.

All

Al12

Following start-up of the Alaska LNG Project, any Alaska LNG Party may initiate
the process for an expansion of any component of the Alaska LNG Project in which
that Alaska LNG Party has an intefest, unless that expansion would:

a  Materially and adversely affect or alter the Alaska LNG Project facilities or
? erathons, Including technical asPe_cts, or scheduling or quality of deliveries
om the Alaska LNG Project tacllities;

b. Diminish service to the existing shippers or users of the Alaska LNG Project;

¢ Cause the Alaska LN? Pro;ect to_be in violation of any applicable
environmental or safety faws of regulation; or

d. Cause a violation of the Alaska LNG Prog'ect ri%ht-of-wa% agreements or any
other contractual obligations with respect to the Alaska LNG Project facilities.

Subject to Section A2 regarding modification of an existing LNG Plant
liquefaction train and Section A3 regarding installation of new LNG Plant
liquefaction trains, 1f an Alaska LNG Project expansion Is proposed, all Alaska
LNG Parties with an interest in the Alaska LNG Project comRonent being expanded
will have the right, but not any obligation, to participate in fne proposed expansion
(“Expansion Party”).. Any Expansion Party may request additional volumes thereby
mc_reasm? the capacity of the proRosed expansion. If, however, as a result of the
review of the design &nd cost of the [ﬁroposed Tex ansion, all the Exg_ansmn Parties
determine that they wish to reduce the size of the proposed exP]an jon, then they
may do so. An Alaska LNG Party’s ownership interest in the post-expansion
Aldska LNG Project component would be e%uwalent_to th? &ropomon of Its
(C:gﬁ?mt {0 the aggregate capacity on the post-expansion Alaska’ LNG Project

ponent.
Expansions can proceed if they meet the criteria in Section A. 11 above.
The Expansion Parties will pay all costs, related to the expansion and will have
access to and share the incremental capacit develoFed vl% LH}? expansion, proviged

terms related to Impacts on fuel use for an expansion be adaressed during
Pre-FEED by the Parties. Those Alaska LNG Parties that do not elect to participate
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in the proposed expansion g‘Non-Exgan_smn P,artles”?], will be kept whole ang will
not bear any costs_ related {0 the expansion, will not have access to or share In the
Incremental’ ca autY developed by the expansion, and will not bear any, risks, or
adverse |,mﬁacs of the expansion0r that may result from the expansion, “includin

constructiop, oP_eratlon, commercial viability of the capacity expansion or level o
capacity utilization.

A 13 Both the Expansion Parties and the Non-Expansion Parties will share in the benefits
of an expansion of an Alaska LNG Project companent %other than access to or
sharing, of the expansion capacity). Forexample, if incremental capital costs of

expansion on a unit of capacity Dasis are lower than the avera_ge OPre-e,xpansmn

capital costs per ﬁmlt of ca autg, the capital cost, v_voul%b% quall ed, which could

Include some reallocation of past costs. In addition, both Expansion Parties and

(I;Ié)er}é%ﬁ%aggé%n Parties would share proportionately in any reduction in- unit

A2 Modification of Installed Liguefaction Trains. The principle for any modification
ed., debottleneckm%) of the installed LNG Plant Il%efactlon trains is that any proposal for the

odification would be subject to agreement of the Alaska LNG Parties with'an interest in the
LNG Plﬁnt I%Jef?(ctlon trains, as would be set forth in the LNG Plant operating agreement(s)
among those Alaska LNG Parties.

A3 New Liquefaction Train Installation Principles. The potential installation of a new
l Fefa,cnop] trfeup would be ao\dressed In the agreements to be developed during Pre-FEED,
reflecting the following principles.

A3l Following start-u’Q of the Alaska LNG Project, any Alaska LNG Par%with an
nterest in the LNG Plant maz/ initiate the Hrocess to nstall a new LNG Plant
liquefaction train, unless that inStalfation woul

a. Materially and adversely affect or alter the Alaska LNG Project facilities or
operations, mcludm%te hnical aspects, or scheduling or quality of deliveries
from the Alaska LNG Project facilities;

b. Bg&]ggtlsh service to the existing shippers or users of the Alaska LNG

¢. Cause the Alaska LNG Project to be in violation of any applicable
environmental or safety laws or regulations; or

d. Cause a violation of the Alaska LNG Project right-of-wa}i agreements or
%’? | I%tgser contractual obligations with resdect to"the Alaska LNG Project

A.3.2 All Alaska LNG Parties with an interest in the LNG Plant will have the right, hut
not an obhgaﬂon, 0 Ramupate In a proposed liquefaction train jnstallatio at the
LNG Plant Tocation. Any Alaska LNG Par% electing to participate in_the new
Installation may request additional volumes, thereby iricreasing the capacity of the
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A33

proposed liquefaction train installation. If, however, as a result of the review of the
design and cost of the new proposed mstaf lation, all'of the Alaska LNG Partjes that
have eIected 0 part|C|pate in the new Tiquefaction train mstallation determme that
teLy wish to reducet e size of the new a{)roposed installation, then they may do so.

Alaska LNG Par that participates in a new F[])ropose liquefaction train
Installation woula ave an ownersh|g interest in that new liquefaction train
equivalent to its equity Interest in that new liquefaction train.

InstaIIa %r\a/ eof a new liquefaction train can proceed if it meets the criteria in Section

Any use, including expansion, ofeX|st|ng LNG Plant pro Pr erty, ufilities, storage and
marine terminal i conjunction with a new Tiguefactio tram installation wll be
subject to the expansion’principles set forth in Section A. above,

A4 Alaska LNG Pro ect ?asi“t{N Notwithstanding anything to the contrary, all gas

enterin
appllca%l

any mp?nen of the A
e 10 that Alaska LNG Project component.

G Project must meet the gas quality specification

Page 23



EXHIBITI

Exhibit I-A
CEO Letter

CEO Letter to Governor Parnell dated March 30, 2012
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E;£EonMobil ConocoPhillips

March 30,2012

Governor Sean Parmell
550 West 7t Avenug, Suite 1700
Anchorage, Alaska 99501

Dear Governor Pamell,

Our three corporations, collectively and individually, value our relationship with Alaska and
believe that Ifs citizens across the State, as well as our shareholders around the world, share a
common Interest in responsible resource deveIoFment. \We write today to inform you of our
progress inworking together on the next generation of North Slope resource devefopment.

Alaska's vast North Sloi)e holds over 35 trillion cubic feet of discovered natural g?as. Todate,
this gas has been used to enhance North Slope ol production, adding several billion barrels to
Prudhoe and Kuparuk recoveries, However, under the right business climate, the full
commercial potential of this worlg-class resource can be Unlocked. North Slope Pas _
commercialization will bring new job opportunities, increased state revenues, refiable in-state
ener%y supplies and new_exploration opportunities, which wall further the development of
Nortfi Slope oil and qu. Thiswill be key toward reaching your goal of one million barrels of ail
per day through the Trans-Alaska Pipeline System.

Serious discussions hetween our companies have taken place over the past several months,
along with the Alaska Pipeline Project (APP) parties who are supporting the AGIA License. We
have aligned on a structured, stewardable and trangparent approach with the aimto
commerCialize Narth Slope natural gas resources within an AGIAframework. Asa result of the
rapldlsi evolving gilobal market, large-scale liquefied natural gas (LNG) exports from south-
central Alaska Wil be assessed as an alterative to gas line exports through Alberta. Inagdition
to,broadening market access, a south-central Alaska LNGapproach could more closely align
with in-state energy demand and needs. We are now work_mgi togetheronthegas
commercialization project concept selection, which would inclugé an associated timeling and
an assessment of major project components ingluding in-state pipeline routes and capacities,
global LNGtrends, and LNGtidewater site locations, among others.

,Commermallzm? Alaska natural gas resources will not be easy. There are many challenges and
Isues that must be resolved, and we cannot do it alone, Uriprecedented commitments of
capital for gas development will require competitive and stable fiscal terms with the State of
Alaska first'he established. Appropriately structured, stable fiscal arrangements have opened
new gpportunities around the world, and will play a Pjvotal role in making Alaska competitive in
the global market and unlocking the economic patential of North Slope résources.
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Point Thomson is an excellent example of a challfnged world-class resource. With
approximately 25%of known North Slope natural gas. Point Thomson development isan
important element in consideration of North Slopé g{as commercialization. Howevey, economic
models must span decades into an uncertain future 1o estimate economic returns. Your
Administration has taken the lead in forqln a Point Thomson settlement that will bring I_on%-
term resources, revenues and jobs to hélp Alaska's economy. With settlement now finalized,
our companies are moving forward, as parﬂmpatmg cg-venturers, with the initial development
Bhase at Point Thomson with confidence that North Slope gas development will ultimately

ringthe Point Thomson resource to market.

\We agree the nexyﬂaenerati_on of North Slope resource development isachievable, working
toget er with the AP parties, as well as with the State of Alaska. Thank you for your .
leadership and your confidence in usto take on these chaIIen([;es._ Wejoin you ina vision of
prosperity and promise. There is much work to do and opportunities yet to discover.

Sincerely/
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Exhibit1-B
Alaska LN G Project Update Letter

Alaska LNG Project Sponsor Letter to Governor Parnell dated October 1, 2012
»  Project Update
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E~onMohil ConocoPhillips TransCanada

October 1, 2012

Governor Sean Parnell
550 West 7thAvenue, Suite 1790
Anchorage, Alaska 99501

Dear Governor Parnell:

On March 30, 2012, ExxonMobil, ConocoPhillips and BP submitted a letter informing you of progress in
working together on the next generation of North Slope resource development. Since that time, the
three producer companies and TransCanada, through its participation in the Alaska Pipeline Project
(APP), have maintained momentum and executed important early work to select leading concepts for a
potential project. We are writing to update you on the progress that has been made to date.

We established an integrated team, depicted on Attachment 1, committing significant resources and the
efforts of over 200 professionals to date to progress this work. This allowed us to combine our
respective talents and experience to advance a collective understanding of what would be required for
liquefied natural gas (LNG) exports from Southcentral Alaska. Our team has advanced extensive work
to refine and understand the opportunities and challenges associated with North Slope natural gas
development.

Our companies bring together specific expertise in Arctic operations, pipeline design and construction,
and in LNG plant design and operation. Since our joint work began at the end of March, we have built
upon more than $700 million in past work by our collective companies, including the joint Alaska Gas
Producer Pipeline Team effort in 2001-02, the Denali Project, and APP (including the State’s
contribution through AGIA). As a result, our work on an LNG development project has been advanced
to a new level of understanding. Specifically, the focus of our work includes:

= Developing a design basis for the pipeline, including areas of continuous and discontinuous
permafrost

= Investigating multiple ways to remove and dispose of C02and other contaminants

« Assessing use of existing and addition of new Prudhoe Bay field facilities

e Mapping multiple pipeline routing variations

e Assessing multiple pipeline sizes

« Providing for at least five in-state gas off-take points

e Completing preliminary geohazard and marine analysis of 22 LNG site locations

= Developing a design basis for the required LNG tanker fleet

e Evaluating multiple LNG process design alternatives

e Confirming a range of gas blends from the Prudhoe Bay and Point Thomson fields can generate
a marketable LNG product

We have narrowed the broad range of alternative development concepts and assessed major project
components, including the gas pipeline, gas treatment to remove C0 2and other impurities, natural gas
liquefaction, LNG storage, and marine terminal facilities as described on Attachment 2. Individually,
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Governor Sean Parnell -2 - October 1, 2012

each of these components would represent a world-class project. Combined, they result in a mega-
project of unprecedented scale and challenge; up to 1.7 million tons of steel, a peak construction
workforce of up to 15,000, a permanent workforce of over 1,000 in Alaska, and an estimated total cost

in today's dollars of $45 to $65+ hillion.

Additional accomplishments include TransCanada's recently completed non-binding solicitation of
interest in accordance with AGIA. TransCanada has publicly reported interest from potential shippers
and major players from a broad range of industry sectors and geographic locations. Additionally,
TransCanada, on behalf of the APP parties, has advised that a cooperative framework has also been
established with the Alaska Gasline Development Corporation for information exchange.

We are encouraged by the synergies and efficiencies identified by our integrated team. While good
progress has been made, significant environmental, regulatory, engineering and commercial work
remains to reach upcoming decisions to bring North Slope gas to market. A diagram indicating work
plans and key decision points is provided on Attachment 3. This attachment describes ranges and
durations for engineering and technical work, However, these durations could be extended by external
factors including resolution of fiscal terms, regulatory and permitting delays, and legal challenges,
among others. As the concept selection technical work reaches closure, additional commercial
agreements as well as support from the State of Alaska will be required in order to progress this world-
class opportunity.

This opportunity is challenged by its cost, scale, long project lead times, and reliance upon
interdependent ail and gas operations with declining production. The facilities currently used for
producing oil need to be available over the long-term for producing the associated gas for an LNG
project. For these reasons, a healthy, long-term oil business, underpinned by a competitive fiscal
framework and LNG project fiscal terms that also address AGIA issues, is required to monetize North
Slope natural gas resources. The producers look forward to working with the State to secure fiscal
terms necessary to support the unprecedented commitments required for a project of this scope and
magnitude and bring the benefits of North Slope gas development to Alaska.

Our next steps are to complete the concept selection phase and work with the State to make
meaningful progress on the items detailed above. This work is critical as we consider decisions to
progress the next phases of an LNG development project.

Alaska's North Slope natural gas resources must compete in the global energy markets in order to
deliver state revenues, in-state energy supplies, newjob opportunities and other economic benefits to
Alaskans. While North Slope gas commercialization is challenging, working together, we can maintain
the momentum toward our shared vision for Alaska. We will continue to keep you advised of our
progress and stand committed to work with the State to responsibly develop its considerable resources.

Randy Broiles
ExxonMobil
Production Company

Attachments
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A la s k a S o u th c e n tra

Liguefaction Plant
¢ Capacity:

3 trains (5-6 MTA / train)
» Potential areas:

A ttachment 2

L NG - P roject C onocewpt D

15-18 million tonnes per annum (MTA)

22 sites assessed in Cook Inlet, Prince

William Sound and other Southcentral sites

» Footprint: 400 - 500 acres
» Peak Workforce: 3,500 - 5,000 people
* Required Steel: 100,000-150,000 tons

Storage /Loading

¢ LNG Storage Tanks, Terminal

* Dock; 1- 2 Jetties

« Design based on 15- 20 tankers

* Peak Workforce: 1,000-1,500 people

Estimated Total Cost: $45 - $65+ Billion

Descriptions and costs are preliminary in nature and subject to change.

Gas Treating

eLocated at North Slope or Southcentral LNG site
*Remove C 02and other gases and dispose / use
* Footprint: 150 - 250 acres

*Peak Workforce: 500 - 2,000 people

*Required Steel: 250,000 - 300,000 tons
*Among largest in world

e s ¢C

rip tio n

Producing Fields

*~35 TCF discovered North Slope resource
«Additional exploration potential

*ARshored by Prudhoe Bay and Pt. Thomson with
'20 years supply available

*Use of existing and new North Slope facilities

«Confirmed range of gas blends from PBU/PTU can
generate marketable LNG product

*Peak Workforce: 500-1,500 people

Pipeline

«Large diameter: 42 48” operating at >2,000 psi
‘ Capacity: 3 - 3.5 billion cubic feet per day
~Length: -800 miles (similar to TAPS)

*Peak Workforce: 3,500 - 5,000 people

*Required Steel: 600,000 -1,200,000 tons

*State off-take: -5 points, 300-350 million cubic
feet per day, based on demand

Peak Construction Workforce: 9,000 -15,000 jobs

Operations Workforce: ~1000 jobs in Alaska

Cost range excludes inflation.



z P

A ttachm ent 3

S o u th cen tral A la s k a LN G - W o rk P la s | K ey D e c is io n P o in ts
Requirements to Take Next Step:
O Viable Technical Option(s) Identified O Viable technical option O Secure Permits/ Land Use / Financing /
O Government Support O Government Support Key Commercial Agreements
O Permits/ Land Use Achievable O Permits / Land Use Underway O Confirm Commercial Viability
0O Potential Commercial Viability 0O Potential Commercial Viability 0O Execute EPC contracts
n ' \% > % J
PTU
c t Pre- FEED N"'becision”s, E.PC.
Settlement, oncep <AAQecision'r> <~Declslon~An>? (FrontEno  \{ o Build the (Engineering,
Joint Work Selection FEED Engineering8  Agprojects/ Procurement &
/ Design) Construction)
Agreements -
(Today) (fijh (filh
Peak Staffing: -200 400 - 500 500- 1,500 9,000- 15,000
Cost($): Tens of Millions Hundreds of Millions Billions Tens of Billions
Est. Engineering / Technical Duration*: 12-18 Months 2-3 Years 5-6 Years
Evaluate: Progress: Complete: Execute:
- Range of technically viable « Preliminary engineering to + Front-end engineering & design  * Final engineering
options for major project refine concept » Major contract preparation * Financing

¢ Business structure
« Financing plan

components
* Business Structure
« In-state gas/ export LNG demand

Solicit Interest of Others
Establish Government Support and Advance Regulatory Issues:

« Competitive oil tax environment; predictable/ durable LNG project fiscal
terms; AGIA Issues

« Assure ability to secure regulatory approvals/ permits/ land use

m Environmental activities / Technical data collection

« Stakeholder engagement

« File DOE Export License

i¥e)

Start individual gas / LNG
sales / shipping efforts

Screen commercial viability Assess commercial viability

* Business structure
» Financing arrangements

Solicit Interest of Others
Advance Gov’'t/ Reg. Issues:

« Key permit/land use approvals
« Stakeholder engagement
« Secure DOE Export License

Execute individual gas / LNG
sales / shipping agreements

Confirm commercial viability

* Procurement
« Fabricate / Logistics/ Construct
¢ Prepare for Operations

Complete Gov’'t 1Reg. Issues:

¢ Secure remaining construction
/ operating permits
« Stakeholder engagement

Implement business
structure & agreements

Commission / start-up

* NOTE: Duration of various phases may be extended by protracted resolution of fiscal terms, permitting and regulatory delays, legal challenges,
changes in commodity market outlook, time to secure long-term LNG contracts, labor shortages, material & equipment availability, weather, etc.

LNG Project

Operations



Exhibitl-C
Alaska LN G ProjectConceptSelection Letter

Alaska LNG Sponsor Letter to Governor Parnell dated February 15, 2013

= Concept Selection
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bp

TransCanada

February 15, 2013

Governor Sean Parnell
550 West 7th Avenue, Suite 1790
Anchorage, Alaska 99501

Dear Governor Parnell,

On October 1, 2012 we updated you on the progress ExxonMobil, ConocoPhillips, BP and
TransCanada had made to advance North Slope natural gas development. At that time, we
described our plans for progressing concept selection. Today, we are pleased to inform you
we have completed the concept selection phase.

Attached is a summary of the major project components, including the gas pipeline, gas
treatment facilities and the liquefaction, storage and terminal facilities. The project design also
includes five off-take points along the pipeline route to ensure Alaskans access to a cleaner-
burning and dependable energy source. Capacity ranges reflect the expected seasonal
variability. The conceptual design reflects the integrated teamwork of over 300 people on
behalf of our companies.

Our companies are now working toward the next decision points. As outlined in our letter of
October 1, 2012, a competitive, predictable and durable oil and gas fiscal environment will be
required for a project of this unprecedented scale, complexity and cost, to compete in global
energy markets.

A successful Alaska LNG project would result in thousands of jobs and the opportunity for
decades of domestically-produced natural gas for homes and businesses in Alaska. We
remain committed to responsibly developing the State’s considerable resources and will keep
you advised of our progress. We also have plans to update the Legislature at a Lunch and
Learn on February 19.

Sincerely,

Randy Broiles Trond-Erik Johansen Janet Weiss Tony Palmer
ExxonMobil Production ConocoPhillips Alaska, Inc. BP Exploration Alaska TransCanada
Company

Attachment
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Proposed Alaska LNG Project Concept

Pipeline

Gas Treatment Plant

Liquefaction Plant

Storage and Loading

State O ff-takes

Capital Investment

1Capacity range reflects seasonal variability
2 Does not include inflation

Diameter: 42"

Design Ratel 3- 3.5 billion cubic feet

Length: ~800 miles (primarily underground)
Compressor Stations: upto 8

Location: North Slope, near Prudhoe Bay
Footprint: 150 - 250 acres

Capacityl 15-18 million tons per annum (MTA)
Facility: 3 trains

Footprint: 400 - 600 acres

LNG Storage Tanks: 2tanks @ 160,000 cubic meters
per tank

Terminal: 1 loading jetty with 2 berths
Off-takes: 5 points along pipeline route

Design Rate: 250 - 500 million standard cubic feet per
day, based on demand

Estimate2 $45 - $65 USD-Billion
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MEMORANDUM OF UNDERSTANDING

THIS MEMORANDUM OF UNDERSTANDING (the “MOU”) is made effective and entered into this
12th day of December, 2013 (the “Effective Date”), by TRANSCANADA ALASKA COMPANY,
LLC (“TC Alaska”), a Delaware limited liability company, FOOTHILLS PIPE LINES LTD.
(“Foothills” and together with TC Alaska, the "Licensee"), a Canadian corporation, in their capacity as
the Licensee under AGIA, TRANSCANADA ALASKA DEVELOPMENT INC. (“TADI”), a
Delaware corporation, and THE STATE OF ALASKA (the “State”) acting through the Alaska
Commissioner of Natural Resources and the Alaska Commissioner of Revenue (“Commissioners™)
pursuant to their authority under Alaska Gasline Inducement Act (“AGIA”), AS 43.90.010 et seq:,

Recitals

1 The Alaska Legislature enacted AGIA in 2007 to encourage expedited construction of a
natural gas pipeline that facilitates commercialization of North Slope oil and gas resources in the state to
promote exploration and development of North Slope oil and gas resources in the state, to maximize
benefits to the people of the state from the development of oil and gas resources in the state, and to
encourage oil and gas lessees and other persons to commit to ship natural gas from the North Slope to a
gas pipeline system for transportation to markets in this state or elsewhere.

2. On December 5,2008, the Commissioners issued the AGIA license to Licensees. The
Licensees, and subsequently with an affiliate of ExxonMobil, commenced to jointly develop the AGIA
pipeline project in Alaska and Alberta as the Alaska Pipeline Project (“APP”’). Over the following three
years, the Licensee pursued the APP in compliance with AGIA requirements to timely conduct an initial
binding open season and engage in the pre-filing process to prepare its project application to Federal
Energy Regulatory Commission (“FERC”) for a certificate of public convenience and necessity.

3. In October 2011, in response to changed circumstances in world gas markets, including a
substantial increase in U.S. shale gas reserves and lower natural gas prices in the U.S., significantly
higher natural gas prices in Asia and other world markets, and the projection that the U.S. will become a
net exporter of natural gas, Governor Parnell requested the Licensee to work cooperatively with the
Alaska North Slope oil producers (ExxonMobil, BP and ConocoPhillips, jointly “ANS Producers™) to
evaluate the economic feasibility of a liquefied natural gas (“LNG”) alternative.

4. In response to the Governor’s request, the Licensees requested a project plan amendment
(“PPA”) to the AGIA license to facilitate participation by the APP with the ANS Producers in a concept
selection assessment of an LNG alternative specifically relating to gas pipeline facilities to deliver natural
gas from the Alaska North Slope to the tidewater of south-central Alaska for in-state use and export. The
Commissioners approved the Licensee’s PPA authorizing the Licensee to participate in a concept
selection process for the Alaska LNG Project with the ANS Producers. The Commissioners approved
additional PPAs to facilitate the Licensee’s continued participation with the ANS Producers in completion
ofthe concept selection phase for die Alaska LNG Project.

5. The Licensee, through its affiliate, TADI, and the ANS Producers have selected a concept
for the Alaska LNG Project and are preparing for the pre-FEED phase ofthe Alaska LNG Project.

6. The Commissioners have determined that in order to facilitate the financing and expedite
the development and construction of the Alaska LNG Project it is desirable for the State to participate
with the Licensee and the ANS Producers in the Alaska LNG Project. State participation in the Alaska



LNG Project is expected to yield significant benefits, including the alignment of interests, greater
transparency for the State on the commercial terms of the project, and the reduction of disputes. As part
of its participation in the Alaska LNG Project, the State would enter into certain commercial agreements
with die Licensee, TADI and the ANS Producers, subject to legislative authorization for this purpose.

7. The Commissioners have determined that the State will benefit by entering into
commercial arrangements with TADI for participation in the Alaska LNG Project. The Licensee’s
TADI’s and its Affiliates’ extensive pipeline experience and knowledge of northern pipeline conditions is
an asset to the State’s participation. The information gained and the assets developed by the Licensee and
its Affiliates in developing the APP project under AGIA will significantly contribute to the development
and construction ofthe Alaska LNG Project, and promote the State’s objectives of facilitating
construction of a natural gas pipeline that promotes exploration and development of oil and gas resources
on the North Slope and maximizes benefits to the people of the State from the development of oil and gas
resources.

8. The Commissioners have determined that it is in the State’s interest to continue its
relationship with the Licensee and its Affiliates as an experienced pipeline developer and to transition
from the AGIA license to a commercial relationship between the State and TADI through TADI (an
Affiliate ofthe Licensee) in relation to the Alaska LNG Project. To maintain project momentum and
promote continued cooperation between the AGIA Licensee and the ANS Producers, the Commissioners,
exercising their authority under AS 43.90.210, have approved the Licensee’s request for PPA-1B for the
Licensee’s continued participation with the ANS Producers in preparation for the pre-FEED phase ofthe
Alaska LNG Project and to prepare for the transition mentioned above. (Exhibit “A”)

9. The Commissioners have engaged in discussions with the Licensee, TADI and the ANS
Producers to determine commercial arrangements that would be feasible and desirable for the State to
participate in the Alaska LNG Project. The Commissioners, TADI and the Licensee have determined that
certain commercial arrangements are necessary in order for the State to participate with TADI to facilitate
the Alaska LNG Project. The terms of those commercial arrangements are provided in the term sheets at
Exhibit B and Exhibit C to this MOU. The Commissioners, TADI and the Licensee acknowledge that the
terms provided in Exhibits B and C have no force or effect until the effective date of the Enabling
Legislation (defined below) that authorizes the State to negotiate and execute the commercial agreements
that are set out in the terms of the Exhibits to this MOU. The terms of commercial agreements that the
State has discussed with ANS Producers to facilitate the State’s participation in the Alaska LNG Project,
are provided in separate documents and are not part of this MOU.

10. The Commissioners, TADI, and the Licensee agree that execution of the Transition
Agreements (as defined below) will complete the transition ofthe relationship between the State, TADI,
and the Licensee from AGIA to a commercial arrangement. Subjectto Enabling Legislation, upon
execution of the Transition Agreements, and finalization of commercial relations with ANS Producers for
the Alaska LNG Project:

a. TADI or its Affiliate would hold an ownership interest in the midstream portion of the Alaska
LNG Project;

b. The State would hold an option to acquire an equity interest in the TADI or the TADI
Affiliate that will hold TADI’s ownership interest in the Alaska LNG Project as identified in
the Term Sheet at Exhibit B; and

c. TADI or its Affiliate would provide gas processing and transportation services on the Alaska
LNG Project for the State’s share of gas as identified in the Term Sheet at Exhibit C.



11. The Commissioners have committed that after Enabling Legislation becomes effective
and execution ofthe commercial agreements committing the ANS Producers to initiate the pre-FEED
phase ofthe Alaska LNG Project, the Commissioners will initiate the process of making a determination
for purposes of AS 43.90.240(a). Because it is not economically feasible that two large-scale pipeline
projects will be developed concurrently to transport Alaska North Slope natural gas to market, the
Commissioners have committed to consider the commercial agreements executed by and between the
State, TADI and the ANS Producers for development ofthe Alaska LNG Project as material evidence that
the Licensee’s AGIA licensed project is uneconomic as provided in AS 43.90.240(a).

12. The Licensee has committed that upon the occurrence of the Trigger Event and the
execution of the Transition Agreements, the Licensee will agree that the project licensed under the AGIA
License is uneconomic within the meaning of AS 43.90.240(a).

13. The purpose ofthis MOU is to set out the Parties' agreement regarding the negotiation
and execution ofthe Transition Agreements upon the occurrence ofthe Trigger Event, specifically -

a. the Alaska LNG Project Equity Option Agreement; and
b. the Alaska LNG Midstream Services Agreement.

NOW THEREFORE, in consideration of the premises and of the mutual covenants and
agreements hereinafter set forth, each Party to this MOU hereby agrees as set forth below.

ARTICLE 1
DEFINED TERMS

1.1 Defined Terms

The following definitions shall, for all purposes, unless otherwise clearly indicated to the
contrary, apply to the capitalized terms used herein:

(a) “Affiliate” means in relation to a Party any company, corporation, partnership or other
legal entity (in this definition, each such entity and each Party are sometimes referred to
as a “Company”) which is:

(i) directly or indirectly, owned or controlled by such Party;
(i) directly or indirectly owns or controls such Party; or
(iii) directly or indirectly, owned or controlled by a Company that also, directly or

indirectly, controls such Party.

For the purpose of this definition, a Company is directly owned or controlled by another
Company that owns or controls shares or other interests carrying in the aggregate more
than 50 percent of the voting rights exercisable at a general, shareholders, or members
meeting of the first-mentioned Company, or the right to appoint or dismiss a majority of
the directors thereof, or the power to direct or cause the direction of the management or
policies through the ownership of securities, by contract or otherwise. A Company is
indirectly owned or controlled by a Company or Companies (the “parent Company or
Companies”) if a series of Companies can be specified, beginning with the parent
Company or Companies and ending with the particular Company, so related that each
Company of the series, except the parent Company or Companies, is directly controlled
by one or more ofthe Companies in the series.
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For the purpose of this definition, the definition of a State Affiliate includes the State of
Alaska acting in its proprietary capacity, any State authority or independent public
corporation ofthe State (“IPC”), any subsidiary corporations created by an IPC (“SEPC”),
and the State governmental entity members of any such IPC and SIPC.

“AGIA” means the Alaska Gasline Inducement Act, AS 43.90, as well as the regulations
promulgated thereunder.

“AGIA License” means the license dated December 5,2008, as amended by project plan
amendments approved on January 29,2010, May 2,2012, June 11,2013 and December
12.2013.

“AGIA Project Plan AmendmentIB” means the project plan amendment under the
AGIA License approved by the Commissioners pursuant to AS 43.90.210 on December
12.2013, (attached hereto as Exhibit “A”).

“Alaska LNG Midstream Services Agreement” means a Precedent Agreement (or
similar agreement), and a Firm Transportation Services Agreement entered into between
TADI and the State containing the terms set out in Exhibit “C”.

“Alaska LNG Project” means collectively, the PBU Gas Transmission Line, the PTU
Gas Transmission Line, the Gas Pipeline, the Gas Treatment Plant, the LNG Plant, and
the Marine Terminal. For the purposes ofthis definition:

() “PBU Gas Transmission Line” means a natural gas transmission line from the
outlet flange of the Prudhoe Bay Unit Central Gas Facility to the inlet flange of
the GTP;

(ii) “PTU Gas Transmission Line” means a natural gas transmission line from the
outlet flange of the Point Thomson Unit production facility to the inlet flange of
the GTP;

(iii)  “Gas Treatment Plant” or “GTP” means those facilities and related activities
required to receive natural gas from the PBU Gas Transmission Line, the PTU
Gas Transmission Line, and/or other facilities, treat the natural gas to pipeline
specifications, dispose of or deliver by-products, deliver liquid products for
further transportation, and deliver treated natural gas for transportation through
the Gas Pipeline;

(iv)  “Gas Pipeline” means the main natural gas pipeline from the outlet flange of the
GTP on the Alaska North Slope to the inlet flange ofthe LNG Plant located in
South Central Alaska, which may have off-take points along the pipeline for
deliveries of gas within the State of Alaska (Gas Pipeline refers to the main gas
pipeline and does not include any gas lines downstream of any off-take point
between the GTP and the LNG Plant);

(V) “LNG Plant’” means the facility, including the structures, equipment, underlying
land rights and all other associated systems, for pre-processing and liquefaction
of natural gas, and storage, and off-loading of liquefied natural gas; and “Marine
Terminal” means the terminal and those facilities required to receive LNG from
the boundary ofthe LNG Plant for marine transportation, including auxiliary
vessels used in the operation of the terminal.

“Alaska LNG Project Equity Option Agreement” means an agreement to be entered
into between TADI and the State containing the terms set out in Exhibit “B”.
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“ANS Producers” has the meaning given in paragraph 3 of the recitals.

“CSA” means the Concept Selection Agreement for ANS Gas Development dated March
29,2012 between TADI and the ANS Producers, as amended from time to time.

“Commissioners” has the meaning given in the preamble of this MOU.
“Effective Date” has the meaning given in the preamble to this MOU.

“Enabling Legislation” means legislation enacted by the Alaska Legislature that has
become effective as provided under AS 01.10.070 , and that at a minimum:

(i) Authorizes the Commissioners to negotiate and enter into the Transition
Agreements, and

(i) Authorizes the Commissioners to negotiate and enter into commercial
arrangements with the ANS Producers for the Alaska LNG Project;

(iii) Funds the State’s contingent and direct payment obligations for development
costs under the Precedent Agreement and Article 4.2 of this MOU.

“HOA” means the Heads of Agreement to be executed between the State, TADI, the
ANS Producers and Alaska Gasline Development Corporation.

“MOU” means this memorandum of understanding and the attachments hereto.

“Operative Terms” means the terms to be incorporated in the Transition Agreements set
out in Exhibits “B” and “C”, as same may be modified as a result of the application of
Atrticle 2.1(e).

‘Tarties” means TransCanada Alaska Company, LLC., Foothills Pipe Lines Ltd.,
TransCanada Alaska Development Inc., and the State of Alaska.

“Pre-FEED JV A” means the Alaska LNG Project Pre-FEED Venture Agreement to be
executed, after Enabling Legislation becomes effective, by the ANS Producers, TADI
and Alaska Gasline Development Corporation on terms acceptable to the parties, as may
be amended from time to time.

“Precedent Agreement” means the precedent agreement referred to in Alaska LNG
Midstream Services Agreement Term Sheet attached hereto as Exhibit “C”.

“Transition Agreements” mean the Alaska LNG Project Equity Option Agreement and
the Alaska LNG Midstream Services Agreement.

“Trigger Event” means the effective date of Enabling Legislation that the Licensee,
TADI and the State determine to be acceptable. For purposes of determining whether the
Enabling Legislation is acceptable, the Parties will evaluate whether the Enabling
Legislation provides appropriate and sufficient authority to the State;
(1) to negotiate and execute the Precedent Agreement and the Alaska LNG Project
Equity Option Agreement;
(i) to negotiate the Firm Transportation Services Agreement; and



(iii) to fund the State’s contingent and direct payment obligations for development
costs under the Precedent Agreement and Article 4.2 of this MOU.

12 Exhibits
The following exhibits are attached to and form part ofthis MOU:

Exhibit “A”  AGIA Project Plan Amendment #1B
Exhibit “B” Alaska LNG Project Equity Option Agreement Term Sheet
Exhibit “C” Alaska LNG Midstream Services Agreement Term Sheet

ARTICLE 2
TRANSITION AGREEMENTS

2.1 Negotiation of Transition Agreements

(a) The Parties and the ANS Producers have agreed that it is necessary and a condition
subsequent for this MOU for the Legislature to enact Enabling Legislation. The State undertakes to seek
Enabling Legislation.

(b) The Parties agree that they shall promptly proceed in good faith to negotiate the
Transition Agreements, to be finalized and executed after the Trigger Event.

(c) The Parties acknowledge that the Operative Terms (as defined in Exhibits “B” and “C”)
set forth the understanding of the Parties as to die commercial principles set forth therein and, subject to
Atrticles 2.1 (d) and (e) below, shall form the basis for negotiation of the Transition Agreements. The
Parties acknowledge that the Operative Terms set forth in Exhibits “B™ and “C” have been agreed by the
Parties and that subject to Articles 2.1 (d) and (e) below, the provisions ofthe Transition Agreements
shall be consistent with the commercial principles set out in die Operative Terms. Subject to Articles 2.1
(d) and (e) below, no Party shall negotiate any term in the Transition Agreements inconsistent with the
Operative Terms. However, the Parties acknowledge and agree that Exhibits “B” and “C” do not contain
all ofthe terms and conditions that would be included in the legally binding Transition Agreements
between the Parties.

(d) The Parties agree to support the approval of the Operative Terms in the Enabling
Legislation, but acknowledge that the Enabling Legislation may include authorizations or conditions that
vary from or conflict with the Operative Terms. In such event, and if Parties agree to accept die Enabling
Legislation, then the Transition Agreements will reflect the Enabling Legislation terms and conditions
notwithstanding the Parties’ acknowledgement in Article 2.1(c) above.

(e) The Parties acknowledge that insofar as the terms of the Heads of Agreement (“HOA”),
the Pre-Feed JVA, or any future Alaska LNG agreement to which the SOA or an entity of the SOA
(including AGDC) is a party or which the State has approved are at variance with the Operative Terms,
the Operative Terms shall be deemed to be amended to the extent necessary to conform to the HOA, the
Pre-Feed JV A, or other such agreements, as the case may be, notwithstanding the Parties’
acknowledgements in Article 2.1(c) above.



ARTICLE 3
TIMELINES

3.1 Timeline Commitment

(a) TADI and the State shall use reasonable commercial efforts to finalize, execute and
deliver the Alaska LNG Project Equity Option Agreement and the Alaska LNG Midstream Services
Agreement as soon as commercially reasonable after the Trigger Event, not to exceed ninety (90) days
after the Trigger Event, unless extended with thejoint approval ofthe Parties.

(b) It shall be a condition precedent to the effectiveness of each Transition Agreement that
each other Transition Agreement be fully executed and delivered to the applicable Parties.

3.2 Notice of Enabling Legislation. Within 30 days after the effective date of the Enabling
Legislation each Party shall notify the other Parties inwriting if the Enabling Legislation is not acceptable
to it. Ifa Party fails to so notify the other Parties, then that Party shall be deemed to have given notice
that the Enabling Legislation is acceptable.

ARTICLE 4
TERM, TERMINATION AND REIMBURSEMENT

4.1 Term and Termination
This MOU shall commence on the Effective Date hereofand shall terminate upon the earliest of:
(a) execution and delivery ofall of the Transition Agreements,

(b) upon written notice from any Party pursuant to Section 3.2 that the Enabling Legislation
iS not acceptable;

(c) upon written notice from one Party to the others ifthe Alaska LNG Project Equity Option
Agreement has not been executed and delivered in accordance with Article 3;

(d)  upon written notice from one Party to the others if the Alaska LNG Midstream Services
Agreement has not been executed and delivered in accordance with Article 3; or

(e) one hundred twenty (120) days after the Trigger Event, unless extended with thejoint
approval of the Parties,

(f) upon the last date that Enabling Legislation could be enacted in 2014 by the Legislature,
but has not been enacted, or if enacted in 2014 and vetoed, the last date the veto could be overridden; or

(9) July 31,2014, unless extended with thejoint approval of the Parties.
4.2 Development Cost Reimbursement
Provided the Enabling Legislation becomes effective:

(a) Ifthis MOU is terminated for any reason other than pursuantto Section 4.1(a), State shall
reimburse TADI for all the post-December 31,2013 development costs plus an amount equal to the
associated AFUDC, at a rate of 7.1%, net of AGIA reimbursement received and retained by the Licensees

under AGIA Project Plan Amendment 1B, that have been incurred or committed to by TADI or its
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Affiliates under the CSA and the Pre-FEED JVA, including but not limited to TADI’s share of contract
cancellation penalties and continued funding obligations under such agreements, through the date of
termination.

(b) State obligation to reimburse TADI under this Section 4.12 shall be TADI’s exclusive
remedy in law and equity for such termination.

4.3 Survival. This Article 4 shall survive termination ofthe MOU.

ARTICLE 5
RELATIONSHIP OF THE PARTIES

5.1 Relationship of the Parties. Neither this MOU nor any other documentation or
communication between the Parties shall constitute or create ajoint venture, partnership, legal entity, or
other similar business combination or arrangement between the Parties. Each Party shall act only on an
individual and several basis. No Party shall have the right to act as an agent for or a servant or employee
ofthe other Parties, to make commitments or assume obligations for and on behalfof the other Parties, or
to bind the other Parties for any purpose whatsoever.

ARTICLE 6
NOTICES

6.1 Notices. Any and all notices between the Parties given under or in relation to this MOU
shall be in writing and shall be deemed to have been given if personally delivered, delivered and
confirmed by telecopier or like instantaneous transmission device, delivered by a reputable overnight
delivery service, or sent by certified mail (postage prepaid, return receipt requested), addressed as
follows:

If to the State:

Joe Balash

Commissioner, Department of Natural Resources
550 W. 7th#1400

Anchorage, AK 99501

Phone: 907-269-8431

Facsimile: 907-269-8918
joe.balash@alaska.gov

Angela Rodell

Commissioner, Department of Revenue
P.O. Box 110400

Juneau, AK 99811-0400

Phone: 907-465-2300

Facsimile: 907-465-2389
angela.rodell@alaska.gov
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If to Foothills, TADI or TC Alaska

Anthony Palmer

Vice President, Major Projects Development
TransCanada Pipelines Ltd.

450-1 st Street, S.W.

Calgary, AB T2P 5H1

Phone: 403-920-2035

Facsimile: 403-920-2318
tony_palmer@transcanada.com

With a copy to:

¢/0 TransCanada

450-Ist Street, S.W.
Calgary, AB T2P 5H1
Attn: Corporate Secretary
Facsimile: 403-920-2327

Any Party may at any time or from time to time designate, by written notice to the other Parties, another
address in lieu ofthe address specified above.

ARTICLE 7
GOVERNING LAW AND EFFECT OF MOU

7.1 Governing Law and Jurisdiction. This MOU shall be governed by and construed in
accordance with the laws of the Alaska, not including Alaska’s choice of law provisions, and the federal
laws applicable therein. The Parties do hereby irrevocably and unconditionally submit to the exclusive
jurisdiction ofthe courts of the State of Alaska in connection with any disputes or other matters arising
out of or in connection with this MOU.

ARTICLE 8
MISCELLANEOUS
8.1 Assignment. Except in the case of an assignment by a Party to an Affiliate in which
event the assigning Party shall remain liable, no Party shall have the right to assign this MOU or any
interest in this MOU without the prior written consent of the other Party, which consent may be withheld
in the other Party’s sole, absolute and unfettered discretion.

8.2 Severability. Ifany provision of this MOU or the application thereof shall be found by
any court of competentjurisdiction to be invalid, illegal, or unenforceable, to any extent and for any
reason, and if, after good faith efforts to negotiate replacement provisions, the Parties agree that this
MOU should not be voided, it shall be adjusted rather than voided in order to achieve the intent of the
Parties. If the Parties agree that this MOU should not be voided, and the intent of the Parties can be
achieved, then the remainder of this MOU and the application of such remainder shall not be affected
thereby, and shall be enforced to the greatest extent permitted by law. Otherwise, this MOU shall
terminate.

80 Non-Waiver. No failure or delay by any Party in exercising any right, power, or
privilege granted hereunder shall operate as a waiver thereof, nor shall any single or partial exercise
thereof preclude any other or further exercise thereof or the exercise of any other right, power, or
privilege hereunder.


mailto:tony_palmer@transcanada.com

8.4 Entire Agreement. This MOU constitutes the entire agreement between the Parties
relating to the subject matter hereof, and it supersedes all prior and contemporaneous agreements,
understandings, negotiations and discussions, whether oral or written, between the Parties with respect to
the subject matter hereof.

8.5 Amendments. This MOU may not be modified or amended, in whole or in part, except
by a supplemental written agreement signed by all Parties.

86 Construction. The Parties have participatedjointly in the negotiation and drafting of this
MOU. In the event an ambiguity or question of intent or interpretation arises, this MOU shall be
construed as if draftedjointly by the Parties and no presumption or burden of proof shall arise favoring or
disfavoring any Party by virtue of the authorship of any of the provisions ofthis MOU.

8.7 Counterparts; Multiple Originals. This MOU may be signed and delivered in
counterparts with the same effect as if both Parties had signed and delivered the same copy, and when
each Party has signed and delivered a counterpart, all counterparts together constitute one Agreement.
Delivery of a copy of this Agreement by facsimile or other similar electronic means of communication is
good and sufficient delivery.

88 No Damages/Dispute Resolution. Except with regard to Section 4.2, no Party shall be
liable to any other Party for damages ofany kind or nature as a result of a breach or default of its
obligations under this MOU. In the event of a breach, other than a breach of Section 4.2, the sole remedy
available to a Party is the filing of an action for specific performance.

8.9 Article and Section Headings. The Article and Section headings used in this MOU
have been inserted only for convenience to facilitate reference and shall not be determinative in
construing the meaning, effect, or application, of any Article, Section, or provision hereof.
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Departm ent ofN atural Resources

Joe Balash, Commissioner

Department of Revenue

Angela Rodell, Commissioner

December 12,2013

Mr. Tony Palmer _

Vice President, Major Projects Development
TransCanada Pipelines Limited

4501st Street S.W,

Calgary, Alberta, T2P-5H1 Canada

Re:  Approval of AGIA Licensees’ December 9,2013 Request for Project Plan Amendments

Dear Mr. Palmer:;

We are in receipt of the December 9, 2013 _reﬂuest by TransCanada Alaska Company
LLC (“TC Alaska”) and Foothills Pipe Lines Ltd. (joi tI{ the “Licensees” or “TransCan dacjl
foraﬂg)roval of project plan amendments 0(“PPA_ Request #£1B™) under section 210 of the Alask
Gasline Inducement Actl As d|scu3fe herein, we grant a r?val 0T PPA Reguest #1B to tﬂe
extent necessarg to perform addjtional wark from agproxi teyJanuarX 1 2814, thro%Jgh the
end of June, 2014, ‘as further described in the work plan, time line and budget set forth in
Appendix A ofyour application (2014 Work”).

By way of background, in the past two years Governor Pamell has laid out important
benchmarks in his State of the State addresses that have sought to maintain and accelerate
Er_ogress on Alaska gas commercialization and to ensure commensurate commitment by the

icensees and the Alaska North Slope Producers (ExxonMobil, BP and ConocoPhllllps,_jomtI¥
“ANS Producers”) in commercializing North Slope gas for the benefit of Alaskans. In his 201
State of the State address Governor Parnell established an important benchmark by calling on the
ANS Producers and the AGIA Licensees to align under an, AGIA framework for timely
commercialization of North Slope natural gas resources for use in-state and for markets beyond

Alaska. In March 2012, the ANS Producers and AGIA Licensees met this benchmiark.2

1 AS 43.90, et seq. (“AGIA”). Under section 210 of AGIA, the Commissioners may approve a proposal by the
AGIA Licensees to change their project plan if, among other things:

[T]he amendment or modification is necessary because of changed circumstances outside the
licensee’s control and not reasonably foreseeable before the license was issued. An amendment or
modification approved under this section must be consistent with the requirements of AS
43.90.130 and, except for an amendment or modification required because of an order or
requirement of a regulatory agency withjurisdiction over the project or by the Alaska Oil and Gas
Conservation Commission, may not substantially diminish the value of the project to the state or
the project’s likelihood of success.

2Inhis 2012 State of the State address, the Governor, among other things, also called on the relevant parties to
reach a settlement in the state’s interests on the long- standing Point Thomson dispute and litigation, and to harden
numbers and an associated work schedule on an Alaskan LNG project As we stated in PPA #1A, these

1



Specifically, in a March 30, 2012 letter in response to Governor Pamell, the chief executive
officers of the ANS Producers announced that they and TransCanada “have aligned on a

structured stewardable and transparent approach with the aim to commercialize North Slope

natural gas resources within an AGIA framework.” The ANS Producers and TransCanada also

stated that they “are now workmq togiether with a focus on “large-scale liquefied natural gas

LllhlG exports from south-central Alaska ... as an altenative™to gas line exports through
erfa.

On May 2, 2012, inthe “PPA LA Suroval , We approved two pro|j_ectplan amendments in
furtherance of the alignment of the A Producers and the AGIA Licensees. . Our PPA 1
Approval permitted the inclusion in the project plan of a revised work plan, time line and
associated budget to facilitate parttcg)atton by the L|censees and the AIaska Pipeline Project
“APP”) in an alternative that entailed a gas pipeline and related midstream faC|I|t|es to, deliver
NS natural gas to an LNG terminal loCated in South-Central Alaska. (This alternative was
referred to as the “SCLNG” protect but | |s now referred to as the “AKLNG” project) In
addition, .in the PPA 1 Approval we extended by two years to October 31, 2014, the date by
which” Licensees were_to submtt to the FERC an %ppphcatton for a certtftcate of %ubhc
convenience and necessity. Additionally, we made the PPA lAE roval subject to a number of
conditions. As more fully set forth in the PPA 1A t\P roval, the Licensees were required (Il) 0
conduct a solicitation of nterest in support of the LNG alternative, (2) to consult with the Afaska
Gagline Development Corporation (“AGDC”) in the interest of prudently avoiding unnecessary

and duplicative expenditure of state funds, and (3) to complete an invéntory of work product
reIated to the Alaska-Alberta Project.

Subsequently, on June 11, 2013 we issued the PPA 1A Approval, which nofed that the
Licensees had made significant progress toward meeting the PPA™1 Approval conditions. Our
PPA 1A ApErovaI addressed two project plan amendments, First, we approved the uerformance
of fieid work on the midstream component of the project through December 15, 2013. Second
we approved an extension ofthe FERC filing deadline by one year to October 31,2015.

The Licensees now seek what in ettect a I|m|ted £X nslon of the rotect plﬁ
mendments wea roe In the roval. Specif |ca e
amendments that d t“ PPA 1 S PPAR #1B t
Ltcensees st te at att APP Parties and the AN Proulug rs %ve sl ec J\t
cone n? %ongom VYO 1o sur%)oréapot ntia tY roject], mu
Pﬂre Inary Pre ?D studies an [ta ning | % 14 fled survey. plan hg work

st{eam eline facjlities (the * 20 4W0 The Licensees anficipate this2014 Wor WI|
span rOX|m fely January 4to ofJune 2014, The Licensees also state that
hile |s emn carr e'ob\ be necessary for the Licensees to continue

mIIE(}WOZk on eX|st|ng elements o1t SKa- A erta project to preserve rignts.

For the reasons explajned below, w t the Licensees’ request to perform the 2014
mrlhat dtnesuf]eazooo &/t e Wor B’ilan ﬁr%eimeand udget in Ap enélx FPPA Request

benchmarks were met.  Importantly, construction of the multi-billion dollar development at Point Thomson has
begun with over 30 Alaska companies and 1,000 Alaskans working on this project

2



. First, the Licensees’ request to perform the 2014 Work is consistent with important
project benchmarks established by Governor Parnell in his January 16, 2013 State of the State
adaress. There, Governor Pamell called on the ANS Producers and the Licensees to select a
concept for the SCLNG project by February 15,2013. This benchmark was met on February 15,
2013, when the ANS Producers and TransCanada sent a letter to Governor Parnell reparting that
the(}/ had completed the concept selection phase of the SCLNG project.3 In his State of the State
address, Gavernor Pamnell also called on the ANS Producers and Licensee to “ensure a full
summer of field season work will commence this year”. PPA Request 1A met this benchmark b
Broloosmg to perform the 2013 Work, which we"approved. The Licensees’ PPA Request #1

uilds on the 2013 Work by p[0V|d|ng for the additional 2014 Work. These are positive
developments that help to maintain and accelerate the SCLNG prodect momentum, and continue
the progress made since the Governor’s 2012 State of the State address called on the parties to
align under an AGIA framework for timely commercialization of North Slope natural gas
resources, for use in-state and for markets beyond Alaska.

. Second, and as we noted_in the PPA 1A Approval, ANS Igas commercialization efforts
remain in a transition Phase with the ANS Producers, the APP Parties, and the Licensees
continuing to work to?e herona sm%e effort, This PPA-IB Approval supplements the PPA 1
and PPA-1A Approvals to amend furiner the licensed Alaska-Alberta project to include the 2014
Work and advance this transition, pave the way for more intensive work'in the future, and keep
the project’s ultimate costs as low as possible by helping to avoid a delay in the development of
the Project.él Consistent with this PPA-IB Apgroval the Licensees may Submit costs incurred as
qualified expenditures in connection with the 2014 Work for reimbursément under AGIA for the
period covered in the revised work plan, timeline and budget in PPA Request IB.

Third, and as further explained in the PPA 1 Approval and reiterated in the PPA 1A
Agproval, we find that changted circumstances continue to exist for pur[r)oses of A 43.90._210.(?
F exampl?, the current éfforts to develop the SCLNG groiect epresent e_contmfue
all?nmento the Licensees awd all }hree AN% Producers %n fs%ommermahzatm_n ef i)rt
mgnl mlérr]];t)é)rtant progress tnat Is furthered by approval here ot the requested project plan

Lastly, our PPA 1A Approval required that all work product related to the 2013 Work
%eneratedb or on behalf of APP or the Licensees be transferred to the Licensees by December
1,2013. Further, our PPA 1A Approval ,reqmr_ed the Licensees to inventory and preserve all
work product related to the 2013 Work, including both complete and incomplete work, and
provide the inventory to the Commissioners. These conditions continue to apply with respect to

3A copy ofthe February 15,2013 Letter, and its attachments appears as Appendix C to PPA Approval 1A
4PPA IB does not modify the Alaska-Alberta destination point under the AGIA License.

3As noted in the May 2, 2012 PPA 1 Approval, such changed circumstances include: (1) a substantial increase in
U.S. shale gas reserve estimate compared to when the License was issued; (2) continuing significantly higher natural
gas prices in Asia and other world markets relative to U.S. prices, reflecting a higher oil to natural gas price ratio;
(3) EIA’s updated projection that the United States will become a net exporter of natural gas in the future; and (4)
die continued interest of the ANS Producers in aligning their work efforts behind an LNG alternative, which was
not foreseeable at the time of the AGIA Findings and the subsequent issuance ofthe License in 2008.
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the 2013 Work, Rrovided that the Licensees have until June 30,2014 to satisfy the foregoing two
conditions. With respect to the 2014 Work, the same conditions apply, except that thé deddline
for the transfer of the work product performed under this PPA 1B Approval is June 30,2014

CONCLUSIONS

For the reasons discussed above, in the May 2, 2012 approval of PPA Request 1, and in
the June 11,2013 approval of PPA Request 1A, the'Commissioners conclude as follows:6

1 PPA Request 1B consists ofthe request to perform the 2014 Work.

2, PPA Request IB is necessary because of changed circumstances outside theLicensees’
control and not reasonably foreseeable before the license was issued.

3, PPA Request IB is consistent with the requirements of AS 43.90.130.

4, PPA Request IB does not substantially diminish the value of the project tothe state or
the project’s likelihood of success.

5. I?]PA,Re7quest B is approved as provided herein, subject to the conditions discussed
erein.

Sincerely,

Joe Balash
Commissioner
Department of Natural Resources

Angela Kodell
Commissioner
Department of Revenue

6 To the extent this determination does not address a specific staterment or representation made in the PPA Request
IB, it should not be construed as agreement with any such statements or representations.

7 TransCanada asserts that PPA Request 1B contains proprietary information that is confidential under AGIA and
that the Commissioners’ March 15, 2012 determination of confidentiality under AGIA concerning PPA Request 1
supports treating PPA Request IB on a confidential basis. To the extent that information in PPA Request IB is
proprietary, the Commissioners have determined that it is confidential under AGIA and the Commissioners’ March
15,2012 confidentiality determination.



EXHIBITBTO MEMORANDUM OF UNDERSTANDING
BETWEEN TRANSCANADA ALASKA COMPANY, LLC, FOOTHILLS PIPE LINES, LTD,
TRANSCANADA ALASKA DEVELOPMENT, INC.
AND THE STATE OF ALASKA

ALASKA LNG PROJECT EQUITY OPTION TERM SHEET

This Term Sheet is attached to and made a part of the Memorandum of Understanding between the
Parties and is subject to the terms and conditions of the MOU. Capitalized terms in this Term Sheet shall

have the same meaning as in the MOU, unless the context suggests otherwise.

For purposes of the MOU, Section 2.1(c), the following sets forth the operative terms of this Equity

Option Term Sheet (“Operative Terms”):

1. Upon execution of the Transition Agreements, TADI or its Affiliate would grant the State an
exclusive and irrevocable right to acquire (“Option”), either for its own account or through a State
Affiliate designated by the State acting through the Commissioners (the “Optionee”), up to 40% (see
point 2 below) of the limited partnership interests in one or more limited partnerships (or similar
entities; see point 10 below) (the “Limited Partnership”) that would hold an equity participation
interest (see point 2 below) in die PTU Gas Transmission Line, PBU Gas Transmission Line, GTP,

and Gas Pipeline (collectively, the “Midstream Component”).

2. The Parties intend that the Limited Partnership’s equity participation interest in the Midstream
Component would be equal to the greater of (a) the State’s percentage share of the natural gas
delivered to the Midstream Component by the ANS Producers from the State’s total in-kind or in-
value interest in the ANS Producer’s natural gas production (whether royalty, production tax, or other
gas in lieu of payment (collective, the “State’s Share™), or (b) 14.0%. The Optionee’s ownership
interest in the Limited Partnership (maximum of 40%) would be subject to the condition that TADI’s
“net-net” ownership interest in the Midstream Component, through the Limited Partnership, must not

be less than 14.0%.

3. The Limited Partnership Agreement would provide that TADI or its Affiliate would own 100% ofthe
general partner of the Limited Partnership, and such general partner would hold a minimal (less than
1%) interest in the Limited Partnership. The General Partner would make all decisions on behalf of
the Limited Partnership, provided that the Equity Option Agreement will provide that certain
fundamental decisions (e.g. change to distribution policy, winding-up of Limited Partnership, sale of
significant interest of Limited Partnership in AK LNG) could not be made without the approval of the
Optionee (before the option is exercised) or the Limited Partner (after the option is exercised). The
General Partner would be entitled to recover all of its reasonable direct and indirect costs that are

associated with it acting as the general partner.

4. The Option would be exercisable one time only before its expiration. The Option would absolutely
expire on the earlier of (i) December 31, 2015) (ii) the date of execution of commercial agreements
for the commencement of FEED for the Alaska LNG Project, or (iii) the occurrence of any of the
termination events listed in section 9 of the Alaska LNG Midstream Services Agreement Term Sheet

(Exhibit C to the MOU), unless otherwise agreed in writing between TC and the Optionee.



5. The Optionee would not be entitled, except in the sole discretion of TADI, to exercise the Option in
the event the Optionee or the State is in current default under the Transition Agreements or die Pre-
FEED JVA. The Optionee and State will be provided with notice of and opportunity to cure such
default.

6. Conditions on the Optionee exercising the Option would be:

a. A true up by the Optionee to the Limited Partnership of contributions, within 30 days of the
exercise ofthe Option, of amounts contributed by the Limited Partnership to the Alaska LNG
Project, at cost plus Allowance for Funds Used During Construction (“AFUDC”), at a rate of
7.1% for the purpose of this calculation, from date of contribution by the Limited Partnership
until date of payment.

b. Commencing on the date of exercise of the Option, Optionee shall be responsible for its share
of the Limited Partnership’s operating costs and Alaska LNG Project costs and assume its
obligations and liabilities as a limited partner pursuant to the Limited Partnership Agreement.

¢. TADI and the State shall use commercially reasonable efforts to finalize, execute and deliver
the Alaska LNG Project Equity Option Agreement, including the agreement establishing the
Limited Partnership itself, as soon as commercially reasonable after the Trigger Event, not to
exceed 90 days after the Trigger Event, unless extended with the joint approval of the
Parties. TC and the SOA agree such agreements are intended to be consistent with the
Operative Terms.

7. Conditions on the State transferring its interest in the Limited Partnership would be:

a. The State would be prohibited from transferring directly or indirectly (including through a
change of control) all or any part of its limited partnership interest in the Limited Partnership
to an entity (other than an entity that is a passive investor whose principal business is not
natural gas transmission or oil transmission) that owns an interest in or operates one or more
natural gas or oil transmission lines in North America; provided that the foregoing
prohibition would not apply to restrict transfer by the State to a State Affiliate or a
government fund at all times wholly owned by the State, such as the State Department of
Revenue Constitutional Budget Reserve Fund (a “Fund”).

b. Any proposed transfer by the State, including any proposed transfer to a Fund, would be
subject to commercially reasonable creditworthiness requirements to be established in the
Alaska LNG Project Equity Option Agreement. Any proposed transfer by the State to any
person or entity other than (i) a Fund, or (ii) a State Affiliate, and any proposed transfer by a
Fund or a State Affiliate to any person or entity, would be subject to a right of first refusal
(“ROFR”) in favour of TADI. Until Final Investment Decision (“FID’"), TADI would waive
its ROFR right with respect to a transfer of an interest in the Limited Partnership by the State
when it is an integral part of a transfer to the same transferee of an equal or greater %
ownership interest in the LNG Plant Component of the Alaska LNG Project.



c. Any proposed transfer by the State would be subject to applicable transfer requirements and
restrictions ofthe Alaska LNG Project agreements that the Limited Partnership is party to.

8. The Parties acknowledge the confidentiality provisions of the Alaska LNG Project agreements to

9.

10.

11.

12.

which the Limited Partnership may become a party may prohibit or restrict disclosure of Project
information to the State. The parties agree to use reasonable efforts to allow for disclosure to the
State (including on a restricted basis) as required under applicable Alaska law.

TADI and the State agree that the Limited Partnership documentation shall, to the extent permitted by
applicable law (as set forth in the Alaska LNG Project Equity Option Agreement), expressly disclaim
fiduciary duties of the parties. The Limited Partnership documentation shall provide commercially
reasonable contractual protections for the limited partners’ rights, including the obligations of good
faith and fair dealing between the Parties.

The structure for the Limited Partnership will utilize a limited liability company or similar structure
which is tax-efficient for TADI, unless the State and TADI mutually agree on a different ownership
structure. In all cases, respective roles, responsibilities and obligations of TADI and the State as set
forth in the Operative Terms will remain applicable to the ownership structure selected.

The Parties acknowledge that this Exhibit B to the MOU will become a publicdocument oncethe
MOU to which it is attached is executed by the Parties.

The Optionee has no right to assign or transfer all or any portion of the Option, except to a State
Affiliate.



EXHIBIT C TO MEMORANDUM OF UNDERSTANDING
BETWEEN TRANSCANADA ALASKA COMPANY, LLC, FOOTHILLS
PIPE LINES, LTD, TRANSCANADA ALASKA DEVELOPMENT, INC.
AND THE STATE OF ALASKA

ALASKA LNG MIDSTREAM SERVICES TERM SHEET

This Term Sheet is attached to and made a part of the Memorandum of Understanding between
the Parties and js subject to the terms and_conditions of the MOU. CaP|taI|zed terms in this
Term Sheet shall have the same meaning as in the MOU, unless the context suggests otherwise.

For purposes of the_MOU, Section 2.1&@), the following sets forth the operative terms of this
Midstream Services Term Sheet (“Operative Terms”)

KEY ITEMS TERMS & CONDITIONS

Enabling Legislation This Term Sheet provides a framework to guide the Parties in the event
of the enactment of the Enabling Legislation to negotiate and enter into
a Precedent Agreement (“PA”) (or similar agreement), and to negotiate
and enter into a Firm Transportation Services Agreement (“FTSA”) (or
similar agreement). Capitalized terms shall have the same meaning as
the Definitions in the Memorandum of Understanding (“MOU”) to
which this is attached, unless the context suggests otherwise.

Consistency with This Term Sheet, in its entirety, is subject to consistency with the

Commercial Agreements commercial agreements already entered into or to be entered into with
the ANS Producers for the Alaska LNG Project including agreements
set forth in Section 2.1(e) of the MOU.

1. Purpose & Obijectives Establish terms and conditions under which Transporter will provide to

Shipper (A) GTP processing and (B) transportation services on the PTU
Gas Transmission Line, PBU Gas Transmission Line and Gas Pipeline
from GTP to delivery points within Alaska and to the LNG Plant in
South Central Alaska in the Alaska LNG Project. The PTU
Transmission Line, PBU Transmission Line, and Gas Pipeline are
collectively defined as the “Pipelines”.

2. Transporter “Transporter” means TADI or an Affiliate designated by TADI
3. Shipper “Shipper” means State of Alaska or an Affiliate designated by the State
of Alaska
4. Proposed Process of 1. This Term Sheet is attached and made a part of the MOU, and it is
Agreements subject to the terms and conditions o fthe MOU.

2. As provided in Article 2.1 and Article 3.1 ofthe MOU, the Shipper
and Transporter will use commercially reasonable efforts to
negotiate and enter into a Precedent Agreement (“PA”) that
captures the Operative Terms of this Term Sheet.

3. The Parties intend that the PA will be replaced with a Firm
Transportation Services Agreement (“FTSA”). The FTSA will
contain terms established in the PA and other customary terms
typically found in FTSAs for similar services. The FTSA would
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Daily Contracted
Capacity

Key Processing and
Transportation
Commercial Terms

be executed only after execution is approved by the Alaska
Legislature and such approval is enacted into law.
FTSA, with two-part reservation/usage rates, for capacity equal to the
product of (i) the State Gas Share as defined in the HOA and (ii) the
respective design capacity of the PTU Transmission Pipeline, PBU

Transmission Pipeline, GTP and the Gas Pipeline.

1. Contract Term
= Initial Contract Term ("ICT") of 25 years following commercial
In-Service Date (“ISD”). ICT to be confirmed by Transporter
and the Shipper prior to agreement with ANS Producers for
Front End Engineering and Design (‘TEED”) for the Alaska
LNG Project, provided that the ICT will not be less than 20
years.
= FTSA Renewal Right means the rights described below under
FTSA Renewal Right. If Shipper does not exercise its FTSA
Renewal Right to extend the ICT, Transporter will have a Put
Option (as described below under Put Option).
2. Toll Structure
= Levelized revenue requirement based on cost-of-service toll
making principles.
= Reservation rate, a fixed charge expressed in $/mmBtu/month,
will be designed to capture Depreciation Recovery, Return on
Equity (“ROE”), Cost of Debt, Income Taxes, fixed Operations
and Maintenance Costs (“O&M?”), property taxes and other
non-income related taxes. Reservation rate payments will be
made by Shipper regardless of actual GTP and Pipelines
utilization by Shipper.
= Usage rate, a variable charge expressed in $/mmBtu, will be
designed to capture variable O&M Costs.
3. Capitalization Structure
e 70% debt and 30% equity during development and
construction. Commencing on the 2rdanniversary of the ISD,
and continuing through die term of the FTSA, the debt/equity
ratio will be revised for rate purposes to 75% debt/25% equity.
e 70% debt and 30% equity for Expansions and Maintenance
Capital.
4. Rate Base
= Initial Rate Base (“IRB”) equal to the sum of prudent Capital
Expenditures, (“CAPEX”), Allowance for Funds Used During
Construction (“AFUDC?”), property taxes paid during
construction, and working capital.
5. Maintenance Capital
= Maintenance capital will be capitalized and added to the Rate
Base (in the manner described in “Capitalization Structure”
above) and recovered over the then-remaining term of the
FTSA
6. Return on Equity (“ROE”) for Initial System.
= Fixed at Final Investment Decision (“FID”) at a base rate of
12.0% after tax, plus a Rate Tracker Differential (as defined
below).
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7. Cost of Debt for Initial System

Fixed at FID at a base rate of 5.0%, plus a Rate Tracker
Differential (as defined below).

8. Rate Tracker Differential

The Rate Tracker Differential is the increase or decrease in the
30-year U.S Treasuries yield at FID relative to such yield at the
effective date of the MOU.

9. Depreciation Recovery

100% of CAPEX shall be recovered over the ICT through tolls.
CAPEX shall include the following items:

« Prudently incurred CAPEX (including AFUDC and
property taxes) after execution ofthe JVA pre-FEED
Agreement, which shall be subject to review and audit
by Shipper at its expense, in accordance with the
principles set forth under "Review and Audit of CAPEX
and O&M" below.

= Prudently incurred CAPEX prior to the execution ofthe
Pre-FEED JVA that is directly relevant to and utilized in
advancing the AK LNG Project minus any amounts
received by Transporter or its Affiliates from the State
through AGIA reimbursement.

= Transporter’s Affiliate’s share of costs incurred on the
Alaska portion ofthe AGIA Project after December 5,
2008 and prior to execution ofthe Pre-FEED JVA (that
have not otherwise been included in CAPEX through the
operation of paragraph ii above) to the extent such costs
do not exceed $70 million minus any amounts received
and retained by Transporter or its Affiliates from the
State through AGIA reimbursement or from any State of
Alaska entity for use of the data and assets associated
with such costs.

No costs associated with the ANNGTC project may be included
in CAPEX.

For toll design purposes, AFUDC will commence accrual upon
approval by FERC ofthe project’s request to initiate the pre-
filing process.

10. Operations and Maintenance Costs

Prudently incurred O&M costs and taxes other than income
taxes (such as property taxes not otherwise included in rate
base, fuel taxes, etc.) are annual flow-through costs to the
account ofthe Shipper. O&M, and annual changes, shall be
subject to annual review and audit by Shipper at its expense,
provided that the audit is in accordance with the principles set
forth under “Review and Audit of CAPEX and O&M” below.
In consultation with Shipper, Transporter will negotiate an
appropriate allocation of project indirect costs, including cost
of sharing facilities, allocated labor and overhead charges with
the ANS Producers. With respect to Transporter owner’s costs,
allocation will be in accordance with Transporter allocation
policy as approved by the NEB unless otherwise agreed by the
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parties.
= Variances inactual costs will be trued-up inthe determination
of the following year revenue requirement.
11. Income Taxes
= Calculated and collected on a normalized basis.
= Expenses associated with new taxes and changes to tax rate are
floned-through to the account of Shipper
12. Interruption of Firm Service, including Force Majeure (“FM”)
= Shipper continues to make full payment during periods of
service interruption.
= [For Transporter’s capacity on the Pipelines and GTP, all firm
shippers (in-state and export LNG) shall have priority over
interruptible shippers. Inthe event transportation service cannot
be scheduled to all firm shippers on any day for any reason,
capacity shall be scheduled first to deliver to utility customers,
and then pro rata among other firm shippers.
13. Make-up Rights
= Make-up rights will be granted for any processing and/or
transportation capacity or service offered by Transporter and
paid for, but not taken, by Shipper.
= Make-up rights can be exercised pro-rata with other firm
shippers’ make-up rights whenever Transporter has excess
processing and/or transportation capacity beyond the amount
that it requires for satisfying its firm shippers’ capacity
requirement.
= Any unused Make-up Rights will expire at end of the contract
term, including any extensions or renewals.
14. Provision of Third Party Services
= For third party GTP processing and Pipelines transportation
services that do not involve investment of incremental capital,
90 percent of all net income (gross revenues minus incremental
costs) received by Transporter from sources other than the
FTSA, including but not limited to interruptible (“I P”),
overrun, backhaul, or park and loan services shall be credited to
the account of Shipper (to reflect the undertaking of Shipper to
pay for 100% of the initial system Rate Base);
= The minimum rate for IT service shall be no less than the 100
percent load factor equivalent of the firm rate paid by Shipper
= Shipper shall only pay variable costs for IT, overrun, and
backhaul services that do not involve incremental capacity as a
result of expansions.
= Subject to meeting the Creditworthiness Requirements, Shipper
shall have the right to temporarily release unused capacity to
third-parties at a rate to be negotiated between Shipper and the
temporary replacement shipper. A release of capacity through
temporary assignment/release does not release Shipper from its
obligations under the FTSA.
15. Fuel Gas, Line Pack, Lost and Unaccounted for Gas
= Provided by Shipper as in-kind gas contribution; or purchased
under a charged fiiel rate at Shipper option, inwhich case the
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charged fuel expense will be included as a separate charge.

No allocation of fuel shall be allocated to backhaul services
Fuel utilization to be allocated among all shippers based on
actual monthly throughput.

16. Return of Extracted Gas to Shipper

Extracted acid gas (C02, H2S and other impurities) will be
returned to Shipper for disposal or further processing at the
outlet of the GTP

17. In-State Gas Uses

Minimum 5 in-state off-take points for non-LNG consumption
Three tariffzones

e Zone 1- from North Slope to Nenana

e Zone 2 - deliveries to Big Lake (South Central)

e Zone 3 - deliveries to the LNG plant for LNG exports
Rates to be designed in consultation with Shipper to reflect a
cost allocation principle based on weighted average volumetric-
mile between deliveries to each zone

18. GTP Processing and Pipeline Transportation Services

Processing services at the GTP and transportation services on
the Pipelines will be offered separately to accommodate
different needs of shippers

19. FTSA Renewal Right

Shipper shall have the option, exercisable not later than 2 years
prior to the end ofthe ICT (the “Renewal Date”) to renewthe
FTSA with Transporter for all or part of its Daily Contracted
Capacity after the expiration of the ICT on an annual basis at a
negotiated rate based on (i) a cost-of-service calculation
computed on the net book value of Transporter equity interest
inthe underlying facilities used to provide GTP processing and
pipeline transportation services to Shipper, with the rate
recalculated to spread remaining Rate Base over the extended
term ofthe FTSA, and (ii) the same toll setting terms such as
“Capitalization Structure”, O&M, and “Income Taxes” set forth
above, except that the rate applicable for the extension shall be
based on a “Cost of Debt” and an ROE to be negotiated based
on conditions existing at the time, and (iii) the contracted
capacity as renewed by Shipper, provided, however, that the
costs and capacity related to any expansion facilities priced
incrementally shall be excluded from such computation. In the
event that the net book value of the facilities has been or will be
substantially depreciated as of the expiry ofthe ICT, parties
shall consider in good faith reasonable compensation for
Transporter to continue its role as service provider.

20. Buy-Back Right

Ifas of the Renewal Date, Shipper has not exercised its right to
renew the FTSA Shipper shall have a one-time option,
exercisable by notice to Transporter within 60 days ofthe
Renewal Date (the “Buy-Back Notice Date”), to buy from
Transporter as of the end ofthe ICT its equity interest in Alaska
LNG Project at a purchase price equal to the net book value of
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Transporter equity interest in the underlying facilities used to
provide GTP processing and pipeline transportation services as
ofthe end of ICT. Any associated assignment shall be made on
an "as is, where is" basis, without representation or warranty of
any kind by Transporter.

21. Put Option

If: (i) as of the Renewal Date, Shipper has not exercised its
right to renew die FTSA by five or more years, and (ii) as of
the Buy-Back Notice Date Shipper has not exercised the Buy-
Back Right, Transporter shall have the option, exercisable by
notice to Shipper within 90 days ofthe Buy-Back Notice Date,
to put to Shipper its equity interest in Alaska LNG Project at a
purchase price equal to the net book value of Transporter equity
interest in the facilities used to provide GTP processing and
pipeline transportation services as ofthe end of ICT, with
closing subject to legislative enactment. Any associated
assignment shall be made on an "as is, where is" basis, without
representation or warranty of any kind by Transporter.

22. Review and Audit of Pipelines and GTP CAPEX and O&M

Shipper and Transporter agree to develop a protocol and
process (the “Audit Protocol™) for Shipper to access certain
Alaska LNG Project information to facilitate Shipper review
and audit of costs and expenses (capital and operating), which
will have to be consistent with the HOA and subsequent
agreements with the ANS Producers for the Alaska LNG
Project. The Audit Protocol will be appended to the PA and
FTSA, and include at minimum, the following items:
= the audit shall be conducted by an independent auditing
firm selected pursuant to State procurement code based
on minimum qualifications to be agreed upon by the
Shipper and Transporter for such procurement; and
= the audit rights shall be exercised through such
independent auditing firm, who shall be required to
abide by confidentiality restrictions to be agreed
between Transporter and Shipper.
The principles in the Audit Protocol for reviewing and auditing
the Pipelines and GTP CAPEX and O&M are as follows:
= Any costs incurred shall be deemed to be prudently
incurred if they are pursuant to (1) an approved Work
Program and Budget for capital expenditures (WP&B)
for the Alaska LNG Project that was submitted to and
approved by Shipper or any associated entity of the
Shipper in advance, (2) an Alaska LNG Project
Operating Budget that was submitted to and approved
by Shipper or any associated entity ofthe Shipper in
advance, (3) the emergency HSE provisions of any
underlying agreement, or (4) the approval of the Shipper
or any associated entity of the Shipper. In the event the
Shipper or any associated entity ofthe Shipper does not
respond to any request for approval, as set out in (1), (2),
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7.

Pipelines and GTP
Expansions

or (4) above, within ten (10) business days (or such
shorter period as set out in the agreements or resolutions
for the Alaska LNG Project) the Shipper will be deemed
to have approved the costs incurred. 1fthe Shipper does
respond but does not approve, the Transporter shall raise
the concern and vote not to approve as part of the
approval process under the applicable Alaska LNG
Project agreements, and so long as the Transporter does
so such costs shall be deemed prudent ifthey are
approved despite the Transporter’s vote to disapprove
under the applicable Alaska LNG Project agreement.

= For the avoidance of doubt, (a) personnel charge out
rates, including annual adjustments, as provided inthe
relevant Alaska LNG Project agreement shall not be
subject to review and audit, and (b) any expenditures in
excess of budgeted amounts that are in accordance with
the limitations in the applicable Alaska LNG Project
agreements that do not require further management
committee approvals (currently set at 105% of budget)
shall be deemed to be prudently incurred.

23. Assignment

Shipper may assign its rights and obligations under the FTSA to an
Affiliate or third party with Transporter’s consent (not to be
unreasonably withheld), provided the transferee assumes inwriting
such rights and obligations on terms and conditions satisfactory to
Transporter, including the creditworthiness standards set forth in
paragraph 10 below.

In consultation with Shipper, Transporter will expand the GTP and
Pipelines when requested by creditworthy shippers on terms that
are acceptable to Transporter. Transporter will act reasonably in
negotiating expansion terms with the expansion shipper. The
capitalization structure for expansion shall be consistent with that
set forth above. The ROE for expansion shall be reflective ofthe
risk of such expansion and the cost of capital environment existing
atthetime. Inthe event Transporter fails to reach agreement with
the expansion shipper, Shipper or its transferee/assignee (including
State Affiliates and independent third parties not affiliated with the
State or any State Affiliate) has the right to offer expansion terms,
in its sole discretion, to such shipper and undertake the expansion
as a direct participant in Alaska LNG Project and consistent with
the principles established inthis section.

Upon request by potential expansion shipper, Transporter will
provide to the potential expansion shipper and Shipper estimated
rates which the potential expansion shipper would have to pay for
receiving Pipelines transportation and/or GTP processing

services. Shipper and Transporter agree that no regulatory agency
can mandate an expansion or set expansion terms unless required
by applicable law.

Expansions must be in reasonable engineering increments and on
commercially reasonable terms, including but not limited to full
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8.

9.

Development Cost
Reimbursement

Termination Event

recovery of expansion CAPEX over the expansion term
Expansions for In-State Uses and Export LNG
0 Expansions to be undertaken on a sole risk basis
0 Expansion tolls and fuel assessments will be determined
based on a methodology such as incremental and/or roiled
in, as determined by the Shipper. The methodology will
be established prior to entering into FEED.

If Shipper or Transporter exercises its right to terminate pursuant
to any of the Termination Events set forth below, the Shipper shall
pay Transporter for all the development costs incurred by
Transporter after December 31,2013 under the Pre-FEED JVA or
FEED Agreement with the ANS Producers, including but not
limited to contract cancellation penalties and continued funding
obligations under such agreements, through the date of
termination. The Shipper’s payment of development costs shall be
net of all AGIA payments received and retained by the AGIA
Licensee relating to Transporter’s share of development costs for
activities authorized under AGIA Project Plan Amendment IB.
Shipper will further pay Transporter an amount equal to the
associated AFUDC, at a rate of 7.1% for the purpose of this
calculation, on such development costs if (i) such termination is
exercised by Shipper or (ii) Transporter exercises the termination
due to the failure ofthe Alaska Legislature to ratify the MOU, or
the subsequent FTSA, or Shipper’s failure to meet the
Creditworthiness Requirements at any time.

Shipper’s obligation to reimburse Transporter for such costs shall
be Transporter’s exclusive remedy in law and equity for such
termination.

Shipper’s Rights To Terminate (Shipper Termination Event):

= Priorto FEED:
= Any time provided a 90-day notice is given to Transporter.
= From start of FEED through FID:
= Within 60 days from the date one or more ANS Producers
or Transporter withdraws from the Alaska LNG Project
= Atanytime if Shipper (or the ANS Producers, ifthe SOA
elects RIV) is unable to sign agreements to sell all of its
royalty or tax gas on terms acceptable to Shipper.
= At FID, for any reason.

Transporter Rights To Terminate (Transporter Termination Event):

= Legislature fails to provide statutoiy authority to DNR/DOR to
enter into PAs by June 30,2014.

= Shipper fails to execute the PA within the specified time.

= Shipper fails to execute the FTSA by December 31,2015.

= Shipper fails to maintain the standard of Creditworthiness
Requirements. Transporter shall provide notice to Shipper ofa
failure to meet such standards, and Shipper shall have a
reasonable period to cure.
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= AtFID, ifall Transporter corporate/Board approvals have not
been obtained.

= Within 3 months from FID, if debt financing has not been
secured on terms and conditions satisfactory to Transporter in
its sole discretion

Either Transporter or Shipper may terminate:

= [Ifterm(s) ofthe FEED Agreement or Definitive Agreements
is/are not acceptable to Shipper or Transporter

= Within 90 days from the date of issuance of any final
regulatory authorizations, certificates, or permits that includes
material unacceptable condition(s) or requirement(s) to
Transporter or Shipper

= AtFID, if not all right-of-ways, easement and land leases have
been secured

Conveyance of Transporter Alaska LNG Project Interest to
Shipper:
= Upon a Termination Event and payment to Transporter of the
Development Costs, and the associated AFUDC, as applicable,
Transporter shall assign all of its interest in the Pre-FEED JVA
or the FEED Agreement, including all of its equity stake in the
AKLNG Project, to the Shipper promptly without additional
consideration. Any such assignment shall be made on an “as is,
where is” basis, without representation or warranty of any kind
by Transporter.
= Within a period of 5 years of SOA exercising its termination
right, if SOA participates in a pipeline project to commercialize
North Slope gas that is substantially similar to the Alaska LNG
Project, SOA shall offer to Transporter an option to participate
in die GTP and Pipelines of such project on terms and
conditions consistent with those set forth in this Term Sheet,
except the cost of debt and ROE to be negotiated based on
conditions existing at the time. The SOA shall not be obligated
to offer the foregoing option to the Transporter if:
the Transporter is in material default ofthe PA or
FTSA at the time of the termination, and
the material default was capable of being remedied,
and
Transporter was offered a reasonable time period to
remedy the material default and failed to do so.
10 Creditworthiness = Shipper must meet and maintain the following creditworthiness
Requirements standards through the term ofthe PA and FTSA.
1. A minimum of A- credit rating issued by Standard & Poor’s
or equivalent, and
2. Provide documentation satisfactory to Transporter that
Shipper obligations under the PA or FTSA are supported with
the fiill faith and credit of the State of Alaska (as a sovereign)
or other dedicated revenue source acceptable to Transporter.
= Asan alternate to (1) and (2) above, Shipper could provide
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11.

12.

13.

No Discriminatory
Action by Shipper

Dispute Resolution

Term Sheet Not Stand
Alone

collateral, in the form of cash or letter of credit in form and
substance reasonably satisfactory to Transporter, of amount
sufficient to cover Shipper’s proportional share of (i) projected
capital costs during development and construction, or (ii) payment
obligations under the FTSA over the remaining term of the FTSA.
= Shipper continues to be liable for all obligations, including
maintaining the creditworthiness standards, under the PA or FTSA
if its capacity commitment is transferred to another party on a
temporary basis such as through temporary release or assignment.
This applies similarly to permanent assignment unless the assignee
meets the appropriate creditworthiness standards.
1. For any assignee who is an Affiliate ofthe State, the
creditworthiness standards will be the same as Shipper.
2. For any assignee who is not an Affiliate of the State, the
creditworthiness standards will be:
= A minimum of A- credit rating issued by Standard &
Poor’s or equivalent, and
= A minimum Tangible Net Worth equal to its share of
the projected capital cost for the period prior to In-
Service Date (“ISD”) and its share of the Rate Base for
the period following the I1SD.
Transition Agreements to contain commercial protection for
discriminatory changes in law or other discriminatory actions to the
extent permitted by applicable law.
FERC to be the arbiter of disputes under the PA and FTSA, provided «
FERC hasjurisdiction over (i) the Pipelines and GTP components of
the AK LNG and (ii) the rates and services provided by the Pipelines
and GTP components ofthe AKLNG. The Parties intend that FERC (or
any other applicable regulator havingjurisdiction) should provide a
ruling consistent with and not outside the scope ofthe PA or FTSA, as
the case may be, when such agreement is read in its entirety.
This Term Sheet is an integral part of the MOU and is not a stand-alone
agreement between the Parties or Shipper and Transporter. It sets forth
the basis on which the Parties intend to proceed forward as they
negotiate the PA, the FTSA, and other applicable or ancillary
commercial agreements (collectively, the “ Alaska LNG Midstream
Services Agreements”). Neither Party shall be legally bound to enter
into Alaska LNG Midstream Services Agreements, and entering into
such Alaska LNG Midstream Services Agreements shall be at the sole
discretion of each Party and subject to all necessary internal approvals
of each Party. The Parties each acknowledge that (a) the Term Sheet
does not contain all the terms and conditions that would be included in
the legally binding Alaska LNG Midstream Services Agreements, and
therefore, the Term Sheet does not constitute a binding commitment or
offer or acceptance with respect to its terms or the transaction to be
consummated; (b) it is the intention of the Parties that the PA and FTSA
will be consistent with the commercial principles set out in this TS; and
(c) the making of this Term Sheet or attachment of this Term Sheet to
the MOU will not create any binding rights or obligations, as it is
intended that neither party will have any right or obligations to
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complete the transactions contemplated in this Term Sheet unless and
until the Precedent Agreement is executed and delivered at the sole
discretion of each Party. The Alaska LNG Midstream Services
Agreements may contain such other provisions as are negotiated by the
Parties on reasonable commercial terms and conditions, based on
industry practice in other comparable pipeline transportation
arrangements.

Page 11



